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NOTE  OF  EXPLANATION 


At  the  close  of  the  public  hearing  on  November  14,  1919,  a  confused  condition  appeared 
to  exist,  which  was  further  aggravated  by  the  reading,  immediately  before  adjournment, 
of  a  letter  from  the  President  of  the  Philadelphia  Rapid  Transit  Company  (copy  of  which 
appears  herewith),  in  which  he  in  effect  rejected  the  City’s  Counter  Proposal  and  briefly 
reiterated  his  position  that  the  Company's  proposals  presented  the  only  solution  of  the  transit 
question  immediately  possible. 

In  order  to  remedy  the  confused  condition  and  demonstrate  more  clearly  that  the  Com¬ 
pany’s  proposals  were  neither  acceptable  nor  just  to  the  City  and  the  Public,  the  following 
discussion  was  prepared  for  submission  to  the  Committees  at  the  scheduled  hearing  to 
have  been  held  on  November  21st.  However,  on  the  afternoon  of  November  20th  the  Presi¬ 
dent  of  the  Philadelphia  Rapid  Transit  Company  sent  a  letter  to  the  Committees  (copy  also 
appears  herewith)  requesting  that  further  consideration  of  the  ordinances  by  the  Committees 
be  discontinued  and  indicating  the  Company’s  intention  to  present  similar  proposals  to  the 
new  Administration  for  its  consideration. 

The  cancellation  of  the  proposed  public  hearing  on  November  21st,  which  resulted 
from  the  Company’s  action,  has  not  made  further  discussion  unnecessary,  but  rather  the 
contrary  as  preparatory  to  the  renewal  of  the  negotiations.  The  City  must  not  relax  its  vigi¬ 
lance  in  guarding  the  Public — for  the  Company  has  given  evidence  that  it  regards  the  Public 
only  as  the  source  of  its  revenues. 

As  a  retiring  public  official,  I  may  be  permitted  to  urge  that  the  criticisms  and  sug¬ 
gestions  herein  presented  be  studied  constructively  to  the  end  that  future  dealings  in  fran¬ 
chise  matters  may  rest  on  the  broad  foundation  of  righteousness — of  justice  to  the  Public, 
the  City  and  the  Company,  rather  than  “liberality"’  to  the  Company  with  resulting  injury 
to  the  Public.  Whether  the  Public  be  considered  as  car  riders  or  taxpayers,  justice  to  the 
Community  must  be  the  foundation  upon  which  a  just  franchise  rests. 

Nov.  28,  1919, 

WILLIAM  S.  TWINING. 
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Form  1004 


PHILADELPHIA  RAPID  TRANSIT  COMPANY 


T.  E.  MITTEN, 

CHAIRMAN,  EXECUTIVE  COMMITTEE 


EXECUTIVE  OFFICES 

1035  LAND  TITLE  BUILDING 


PHILADELPHIA 

To  the  Chairmen  and  Members 

Finance  and  Street  Railway  Committees 
of  the  Select  and  Common  Councils 
of  the  City  of  Philadelphia. 


November  14,  1919. 


transit  facilities  in 
+  submitted  by  Director 


Considering  the  urgent  need  for  increased 
Philadelphia,  it  is  to  be  regretted  that  the  reoort 
Twining  this  afternoon  fails  to  solve  the  problem. 

Municipal  transit  plans  undertaken  six  years  ago  have  failed  to  date 
to  uroduce  transportation  for  a  single  passenger.  Discussion  of  the  dead 
past  cioes  not  produce  transportation  for  Philadelphia  now. 


done 

This 


n  Director  Twining  makes  much  criticism  of  that  which  has  been 
by  'one  S tote sbuiy-Mitten Management  to  increase  and  improve  transit.  Thi 
Manage men u  recognize s. that  facilities  are  still  inadequate. '  and  with  that 
Knowledge,  has  submitted  certain  definite  proposals  to  Councils.  The 
firec oor  condemns  these  proposals,  recommends  that  they  be  nut  aside  without 
iui  uier  consiaerauion  ana  urges  that  the  whole  transit  problem,  past,  present 
ana  luture,  be  turned  over  to  the  Public  Service  Commission. 

,  .Igisgdie  clear  duty  of  those  charged  with  the  responsibility  for 

transit  m  xhiladelphia  to  propose  means  to  relieve  the  present  situation. 

rf'1?,  “g  company  n3<s  a?,ne,.IUMy  recognizing  tie  necessity  for  final  approval 
oy  the  Puolic  service  Commission.  J  a 

ine  following  are  vital  o ejections  to  Director  Twining^s  conclusions:  - 

on^'  x .  Tiie  3ir?ctor|s  proposal  for  a  lease  running 
^rl-,  oles  the  hands  of  one  incoming  city  administration.  P.  R.  T.  s 
proposal,  revocable  on  six  months*  notice,  avoids  this.  P  R’  T  cannot 
grantee  <>600, 000 ,  rental  for  Fr-nkforu  "t"  with  a  are  'when  on  the 

pertoasseSerf  par“ment  S  0m  showinS  -^e  frenkford  *L"  cost  will  be  7^ 

„  ^dhicid.a.1  Operation,  The  Directors  proposal  for  municipal  ooer^tion 
after  ^eSess^l^Sndmre  on.the  makeshift Sansom  Street teMl,  ’ 

saCiiiices  one  areata  sf.  -nmhim  -n  n  m  _ n  •  » 


oontinuedTdisaht?oy'S  SN®  repofr  Promises  nothing  for  the  future,  except 
comoliahnent  +bfinA==+It-1  exa°ay  gus  policy  that  has  resulted  in  no  ac- 

^Ss?,aa.,«.ir5i2,d,si  mi‘  — «—*  »»•  ®* 
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COMMITTEE  ON  FINANCE 

SELECT  AND  COM  MON  COUNCILS 
ROOM  590  CITY  HALL 
PH  I  LAD  ELPH  IA 


JOSEPH  P GAFFNEY 

CHAIRMAN 


ARTHUR  R  H.  MORROW 

secretary 


November  20,  1919. 


Dear  Sir: 


Following  the  receipt  of  a  letter,  a  copy  of  which 
is  below,  we  have  decided  that  there  is  no  necessity  for  the 
meeting  of  the  joint  Committees  on  Finance  and  Street  Rail*- 
ways,  called  for  to-morrow,  Friday  afternoon,  and  it  is 
therefore  called  off. 

Very  truly  yours, 

Joseph  P.  Gaffney,  Chairman, 
Committee  on  Finance 

Jefferson  Shiel,  Chairman’, 
Committee  on  Street  Railways. 


"To  the  Chairmen  and  Members 

Finance  and  Street  Railway  Committees, 
of  the  Select  and  Common  Councils 
of  the  City  of  Philadelphia. 

The  ordinances  covering  elimination  of  3c  exchange  ticket 
and  operation  of  7rankford  "LM  were  urged  as  a  practical  solu¬ 
tion  of  the  transit  problem  and  to  help  meet  the  city’s  carry¬ 
ing  charges  on  the  idle  Frankford  nL" . 

Nothing  in  this  direction  now  being  possible  of  accom¬ 
plishment  in  the  r emainingi li fe  of  the  present  oity  adminis¬ 
tration,  we  hereby  respectfully  beg  leave  to  withdraw  these 
proposals  from  further  consideration. 

These  are  pressing  questions  and  a  proper  settlement  must 
be  reached.  V*  shall  be  glad  to  renew  negotiations  with  the 
incoming  administration  in  such  manner  as  the  new  Mayor  may 
suggest, 

(Signed)  T.  E.  Mitten, 

PRESIDENT . " 
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SUMMARY  OF  THE  TRANSIT  SITUATION 


AS  OF  NOVEMBER  21,  1919 

1.  The  present  situation  results  from  the  rejection  by  the  Public  Service  Commission 
of  the  only  operating  contract  and  lease  of  the  City’s  System  upon  which  the  City  and 
Company  have  been  able  to  agree,  and  the  reluctance  of  the  Company  to  rewrite  the  agree¬ 
ment  so  as  to  avoid  the  objectionable  features  pointed  out  by  the  Commission. 

2.  The  Company’s  Proposals  now  submitted  are  obviously  to  the  City’s  disadvantage. 

3.  At  the  meeting  on  November  14th  I  submitted  both  Counter  and  Alternate  Pro¬ 
posals  which  were  immediately  rejected  by  the  President  of  the  Company. 

4.  I  submit  herewith  a  further  discussion  of  the  situation,  together  with  a  modifica¬ 
tion  of  the  Counter  Proposal  of  November  14th,  which  makes  further  concessions  to  the 
Company,  but  removes  the  obstacles  now  standing  in  the  way  of  immediate  operation  of 
the  Frankford  Line. 

5.  If  the  Company  cannot  accept  this  proposal,  which  I  believe  contains  all  concessions 

which  the  City  can  make  in  justice  to  itself,  it  should  be  evident  that  the  Company  is  ac¬ 
tuated  by  a  selfish  determination  to  promote  its  own  interests  rather  than  a  desire  to  serve 
the  public.  ! 

6.  If  the  Company  is  not  willing  to  lease  the  Frankford  Line  upon  the  reasonable 
terms  offered  today,  it  must  be  called  upon  to  provide  with  its  own  facilities  the  service  to 
which  the  City  is  entitled,  and  which  is  made  imperative  by  the  enormous  and  recent  in¬ 
crease  in  traffic.  The  City  must  take  whatever  steps  may  be  necessary  to  bring  this  about. 

7.  The  Company  should  now  choose  its  course  and  that  choice  will  affirm  or  refute 
the  sincerity  of  its  expressed  purpose  to  serve  the  people  by  improving  transit  conditions. 
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DISCUSSION 

BY 

WILLIAM  S.  TWINING,  DIRECTOR 


Philadelphia,  November  21,  1919. 

To  the  Chairmen  and  Members, 

Joint  Committees  of  City  Councils 

on  Finance  and  Street  Railways. 

Dear  Sirs: — At  the  last  meeting  of  these  Committees  (November  14th)  a  strong  desire 
was  manifested  on  the  part  of  a  large  number  of  the  members  present  to  get  together 
with  the  Company  on  some  fair  basis  of  agreement.  The  general  feeling  seemed  to  indi¬ 
cate  a  condition  of  bewilderment  and  pei'plexity  of  mind  because  the  Company  and  the  City 
have  not  been  able  to  reach  a  new  agreement  regarding  Transit  affairs. 

The  Company  has  undoubtedly  detected  and  taken  advantage  of  the  desire  of  the  Public 
for  speedy  action,  which  will  bring  about  immediate  operation  of  the  Frankford  Elevated 
Railway  and  believes  that  the  Public  will  be  disposed  to  accept  any  form  of  an  agreement, 
whether  fair  or  not  to  the  City,  in  order  to  get  the  matter  out  of  the  way  and  get  the  line 
operated  quickly.  I  shall  drop  a  word  of  caution  here  to  the  effect  that  getting  the  matter 
out  of  the  way  temporarily,  as  this  ordinance  might  do,  will  not  in  any  way  be  a  settlement 
of  the  situation. 

THE  SITUATION  ANALYZED 

An  impression  has  been  created  that  the  City  and  the  Company  are  engaged  in  a  wrangle 
over  matters  of  small  consequence ;  that  the  existing  deadlock  is  due  to  obstinacy  on  the 
part  of  somebody;  and  that  the  City  may  well  be  liberal  with  the  Company  in  order  to 
secure  the  Company’s  co-operation  in  getting  the  Frankford  Elevated  Railway  into  op¬ 
eration  quickly.  The  Company  is  endeavoring  to  foster  the  idea  that  it  should  have  liberal 
treatment,  but  the  Company’s  and  the  City’s  views  as  to  what  constitutes  liberal  treat¬ 
ment  vary  considerably.  Right  here  I  want  to  point  out  that  the  City  has  always  treated  the 
Company  with  exceeding  liberality  and  the  situation  today  is  greatly  complicated  by  the  lib¬ 
eral  but  unjust  revision  of  the  Company’s  franchises  in  1907.  1  want  to  impress  upon  these 

Committees  that  in  dealing  with  the  franchises  of  a  company  of  this  character  a  city  cannot 
afford  to  go  beyond  the  dictates  of  justice.  When  co-operation  between  the  City  and  the 
Company  is  mentioned,  the  Company  always  assumes  that  it  will  thereby  secure  some  desired 
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advantage  or  protection.  Whenever  the  City  proposes  to  co-operate  with  the  Company,  the 
City  is  expected  to.  pay  for  the  privilege;  whenever  the  Company  proposes  to  co-operate  with 
the  City,  the  City  is  asked  to  pay  for  the  concession.  Eithei*  way,  oo  operation  in  at  tho  City ’g 

•io  cxpoeted-  to-pay  for  the  privilege-;  whenever  the  Company  proposes  lu  ■co-opeiale  with  the 

■City,  tho  City  io  aoliod  to- pay  for  the  oonocgaiom-  Either  way,  co-operation  is  at  the  City’s 

expense;  it  seems  to  be,  “Heads  I  win  and  tails  you  lose”  in  all  deals  between  the  City  and 
the  Company.  The  Company’s  proposals  have  neither  justice  nor  fairness  to  the  City  to  rec¬ 
ommend  them.  They  are  simply  based  on  the  fallacious  theory  that  generous  treatment  of 
the  Company  by  the  City  is,  in  effect,  being  generous  to  the  car  rider.  The  Company  pleads 
with  much  fervor  that  the  City  should  be  charitable  to  the  car  rider,  but  adroitly  plans  that 
such  charity,  when  passed  from  the  City  to  the  car  rider,  must  pass  through  the  Company’s 
hands ;  the  Company  standing  in  the  middle  between  the  City  as  a  corporation  and  the  Com¬ 
pany ’s  patrons,  the  car  riders.  If  the  car  rider  were  actually  in  need  of  charity  from  the 
City’s  Treasury  there  might  be  some  excuse  for  the  Company’s  position,  but  no  evidence  has 
been  presented  that  the  maintenance  of  a  five  per  cent,  dividend  for  the  Company  is  essen¬ 
tial  to  the  maintenance  of  the  present  fare  for  the  car  rider. 


THE  EFFECT  OF  THESE  PROPOSALS,  IF  ACCEPTED,  ON  CITY’S 

TRANSIT  POLICY 

It  is  important  that  these  Committees  realize  that  the  acceptance  of  these  proposals  will 
determine  the  City’s  future  policy  in  regard  to  further  participation  in  Transit  development. 
If  the  City  contemplates  such  further  participation,  these  Committees  may  well  stop  and  con¬ 
sider  why  the  City  should  find  itself  in  an  embarrassing  predicament  because  of  having  built 
a  line  which  the  Public  Service  Commission  certified  to  be  a  public  necessity;  which  the  Com¬ 
pany  admits  it  needs ;  which  it  formerly  intended  building  with  its  own  funds ;  and  which  the 
City  is  now  offering  to  the  Company  for  a  rental  which  probably  does  not  exceed  one-half 
the  amount  which  it  would  cost  the  Company  had  it  built  the  line  itself. 

Why  should  the  City’s  position  be  embarrassing?  If  the  line  is  necessary  to  service,  and  the 
Public  and  the  Public  Service  Commission  has  certified  that  it  is,  why  is  the  City’s  position 
more  embarrassing  because  of  having  built  a  high-speed  line  rather  than  simply  proposing 
to  build  such  a  line?  If  principles  of  justice  and  fair  dealing  are  to  govern  the  relationship 
of  the  Company  to  the  City,  it  should  make  no  difference  whether  the  act  of  the  City  were  pro¬ 
posed  or  accomplished ;  as  a  matter  of  tactics  or  strategy,  it  makes  a  great  difference,  as 
shown  by  the  change  in  the  Company’s  attitude  as  the  line  approaches  completion. 

When  the  City’s  lines  were  only  proposed  the  Company’s  attitude  was  one  of  contempt¬ 
uous  and  passive  indifference ;  now  that  one  line  is  actually  built,  its  attitude  is  that  of  pity¬ 
ing  condescension.  It  regards  the  City  as  having  gotten  into  a  hole  by  building  the  line 
without  first  getting  the  Company’s  co-operation;  of  having  a  “white  elephant”  on  its  hands 
and  magnanimously  offers,  as  an  accommodation,  to  help  the  City  out  of  its  unfortunate 
predicament  by  operating  the  line  as  a  part  of  its  system ;  and  for  the  help  and  friendly  co¬ 
operation,  it  demands  only  $660,000  per  year!  This  disposition  of  the  Company  to  drive  a 
hard  bargain  with  the  City  simply  because  it  is  in  a  strategic  position  to  do  so,  should  be 
given  serious  consideration  by  these  Committees.  The  action  taken  on  this  first  line  will  set 
a  precedent  for  other  co-operation,  and  it  should  not  be  forgotten  that  the  people  only  au¬ 
thorized  the  building  of  these  lines  on  the  promise  that  they  would  be  directly  profitable  to 
the  City  and  would  not  increase  either  taxes  or  car  fares.  The  Company’s  proposal  means 
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• 

an  increase  of  at  least  $1,500,000  in  taxes  or  about  10  cents  on  the  tax  rate.  The  Company 
proposes  “proper  co-operation,”  which  actually  means  protect  the  corporation. 

The  Company’s  attitude  towards  Rapid  Transit  development  also  must  not  be  over¬ 
looked.  As  pointed  out  to  these  Committees  at  the  last  meeting,  the  Surface  System  is  no 
longer  capable  of  rendering  adequate  service  to  the  Business  District.  As  stated  elsewhere 
in  this  discussion,  several  hundred  additional  surface  cars  are  today  needed  to  render  ade¬ 
quate  service,  and  it  is  not  possible  to  put  a  sufficient  number  of  surface  cars  on  the  tracks  in 
the  Business  District  to  accommodate  the  traffic  which  Mr.  Mitten  forecasts  for  next  year. 
High  speed  lines,  therefore,  are  not  only  a  necessity  for  the  future,  but  for  the  immediate 
present.  It  is  for  these  Committees  to  decide  whether  these  high-speed  facilities  must  be 
supplied  entirely  at  the  expense  of  the  City.  The  action  of  these  Committees  on  these 
proposals  will  be  far-reaching  in  its  effect  upon  the  construction  of  such  lines. 


COMPANY’S  ATTITUDE  TOWARDS  DISCUSSION  OF  PROPOSALS 

Mr.  Mitten  deplores  further  discussion  of  this  subject  and  urges  you  to  take  the  imme¬ 
diate  action  upon  the  proposals.  A  full  discussion  of  the  terms  of  such  a  franchise  agreement 
is  absolutely  necessary.  “Discussion  rationalizes  everything  it  touches.”  Mr.  Mitten’s  con¬ 
tribution  towards  the  discussion  has  neither  been  full  nor  enlightening  and  his  attitude  to¬ 
wards  it  resembles  that  of  another  traction  representative  who  some  years  ago  is  reported  to 
have  broken  up  a  similar  discussion  with  the  order,  “Vote  now  and  discuss  afterwards.” 


A  WORD  OF  CAUTION 

I  want  to  warn  these  Committees  to  Stop,  Look  and  Listen.  Notwithstanding  the 
Company’s  seemingly  great  love  for  co-operation,  its  love  for  its  own  welfare  is  greater.  In 
these  negotiations  for  a  modification  of  its  franchise,  the  Company  is  endeavoring  to  focus 
the  Committee’s  attention  upon  the  advantages  which  it  is  claimed  the  public  will  get,  and 
to  divert  attention  from  what  the  City  is  asked  to  give  up.  In  this  way  the  Company  is 
seeking  to  win  public  support  for  what  amounts  to  a  raid  on  the  City’s  Cash  Box. 

The  Company  is  a  corporation  chartered  to  render  public  service,  but  its  proposals  now 
before  you  seek  to  insure  and  protect  the  private  profit  paid  itself  and  its  Shylock  ances¬ 
tors.  The  Company  seeks  to  secure  official  forgiveness  for  its  disastrous  speculation  in  pub¬ 
lic  service  franchises  and  to  make  the  City  assume  the  burden  resulting  from  such  specula¬ 
tion.  The  City  is  a  corporation  chai’tered  to  promote  the  welfare  of  its  citizens  and  should 
be  equally  jealous  of  that  duty  whether  the  citizens  be  considered  as  car  riders  or  taxpayers. 
I  maintain  that  the  Company  has  neither  legal  nor  moral  warrant  for  its  assumption  that  a 
franchise  for  public  service  granted  by  the  City  can  be  privately  leased  and  re-leased  until 
finally  rights  only  remain  without  obligations.  A  public  franchise  is  a  public  trust,  but  the 
proposals  give  no  evidence  that  it  is  so  regarded  by  the  Company.  It  rather  regards  a  fran¬ 
chise  as  pi’ivate  property  which  the  City  must  protect  in  its  interest,  instead  of  a  public 
trust,  which  the  City  must  insist  shall  be  rigidly  fulfilled  in  the  public  interest. 

The  Company  claims  that  because  of  its  upright  and  virtuous  life  since  1910,  its  gambling 
obligations  should  be  forgiven,  forgotten  and  not  even  referred  to;  it  regards  them  as  “ghosts 
of  the  past,”  and  considers  it  almost  sacrilege  to  refer  to  them  or  bring  them  into  this  dis¬ 
cussion.  However,  like  Hamlet’s  ghost,  they  will  not  down.  Mr.  Mitten’s  reference  to 
these  underlying  leases  as  “ghosts  of  the  past”  is  very  inept.  Ghosts  are  visionary  things 
which  do  not  require  constant  nourishment.  These  leases  are  real,  substantial,  ravenous 
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things,  drawing  financial  nourishment  from  the  public  with  100  per  cent,  efficiency,  with  his 
Company  acting  as  their  collecting  agent.  While  on  this  subject,  is  it  not  an  outrageous  con¬ 
dition  which  permits  a  company  like  the  Union  Traction  Company,  which  had  an  active  exist¬ 
ence  of  only  seven  years  (during  which  time  it  paid  no  dividends),  by  the  mere  device  of  sub¬ 
letting  its  franchise  to  serve  the  public,  to  retire  and  live  in  luxury  and  idleness,  mean¬ 
while  drawing  enormously  on  the  vitality  of  the  working  forces  and  impairing  their  efficiency 
for  public  service?  The  Company  has  shown  no  good  reason  Avhy  it  should  be  treated  as  was 
the  prodigal  son,  simply  because  it  admits  its  past  indiscretions.  It.  presents  no  practical 
evidence  of  sincere  repentance.  It  still  clings  to  its  franchise-gambling  ancestors  and  insists 
they  also  shall  be  forgiven  and  supported  by  the  car  riders  or  the  taxpayers  in  luxurious  idle¬ 
ness  for  999  years. 

If  the  Company  be  sincere,  let  it  present  as  evidence  of  its  sincerity  some  plan  tor  un¬ 
scrambling  the  eggs,  which  now  form  the  transit  omelet.  The  Company  has  always  claimed 
such  a  thing  to  be  impossible,  but  seemingly  impossible  things  have  been  accomplished  be¬ 
fore  when  private  interest  has  been  found  to  run  contrary  to  the  public  interest.  The  solu¬ 
tion  of  the  entire  transit  problem  rests  upon  a  practicable  plan  of  finance ;  of  overcoming  the 
Company’s  present  over-capitalization  and  providing  for  its  future  expansion  on  a  basis  of 
sound  credit. 

The  City  is  playing  a  dangerous  game  with  a  skillful  adversary  that  is  face  to  face  .with 
a  desperate  situation,  and  with  whom  any  alliance  on  a  contingent  basis  such  as  is  now 
offered  is  liable  to  prove  disastrous.  The  City  can  only  be  safe  when  it  leases  its  property 
to  the  Company  for  a  definite  term  and  for  a  definite  consideration. 

THE  COMPANY  A  CONTRACTOR  TO  SUPPLY  TRANSIT  SERVICE 

It  is  unfortunate  indeed  that  conditions  shoidd  make  it  necessary  to  treat  the  Company 
as  an  enemy  to  be  contended  with  rather  than  as  a  business  associate  to  be  co-operated  with, 
but  such  is  the  fact.  Although  legally  both  the  City  and  Company  are  corporations,  the  very 
nature  of  the  Company’s  relationship  to  the  City  precludes  their  treatment  as  equals  in  any 
sense.  It  is  the  relationship  of  Master  and  Servant — the  City  is  the  Master;  the  Company, 
a  public  service  corporation,  is  the  Servant  of  the  City.  Notwithstanding  the  Company’s  pro¬ 
testations  of  honesty  of  purpose  it  has  shown  repeatedly  that  it  cannot  be  trusted  to  either 
respect  or  protect  the  City’s  interests  when  they  run  counter  to  its  own.  As  a  business 
partner  of  the  City,  which  relationship  fortunately  is  not  legal,  the  present  proposals  indi¬ 
cate  how  the  City  woidd  be  treated.  These  Committees  will  readily  appreciate  that  the  Com¬ 
pany’s  franchise  is  a  Contract  for  Service  and  that  when  a  contractor  has  undertaken  a  con¬ 
tract  with  the  City  and  finds  it  unprofitable  he  is  apt  to  try  and  make  the  City  pay  hand¬ 
somely  for  any  extras  not  specifically  mentioned  in  the  Contract.  The  operation  of  the 
Frankford  Elevated  is  an  extra  not  called  for  by  the  Company’s  franchise.  It  would  cer¬ 
tainly  be  a  most  complex  and  unsatisfactory  arrangement  for  the  City  to  be  a  partner  in  busi¬ 
ness  with  its  Transit  Contractor,  particularly  when  the  Contractor  has  an  unprofitable  Con¬ 
tract  and  is  taking  the  partner  not  to  share  profits,  but  losses. 


CAUSE  OF  THE  APPARENT  DEADLOCK 

A  comparison  of  these  ordinances  with  the  Company’s  second  proposal  submitted  nearly 
three  years  ago  (December  20,  1916)  shows  no  substantial  change  in  the  principles  involved, 
and  as  the  City’s  attitude  remains  the  same  most  of  the  objections  submitted  by  me  to  Coun- 
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cils  in  my  report  npon  the  former  proposal,  March  29,  1917,  apply  with  equal  force  to  this 
proposal.  In  that  discussion  I  laid  down  certain  basic  principles  upon  which  a  contract  ac¬ 
ceptable  to  the  City  should  be  based.  After  three  years’  further  consideration  and  study 
of  this  subject  I  see  no  reason  to  modify  these  principles  to  any  extent.  The  Company  is 
equally  as  tenacious  in  holding  to  its  viewpoints;  hence  the  apparent  deadlock  has  developed. 

The  fact  is  that  the  conditions  which  have  brought  about  the  apparent  deadlock  have 
their  roots  deep  in  the  past  and  are  partly  legal,  partly  political,  but  chiefly  financial.  The 
political  difficulties  are  so  well  known  that  it  will  not  be  necessary  to  discuss  them  before 
these  Committees.  There  is  no  doubt  that  the  City’s  position  as  a  business  corporation  is  de¬ 
plorably  weak.  It  is  surrounded  by  so  many  safeguards  that  it  is  not  free  to  act  in  any  im¬ 
portant  respect.  The  financial  troubles  arp  not  confined  to  either  side  and  cover  a  shortage  of 
both  capital  and  operating  income.  The  Public  Service  Company  Law  coming,  as  it  did, 
almost  simultaneously  with  the  City’s  Transit  Enabling  Acts,  under  which  the  City  is  at¬ 
tempting  to  participate  in  this  business  venture,  has  increased  the  complication.  Although 
that  law  was  enacted  but  six  years  ago,  Dr.  Lewis  is  reported  to  have  recently  designated 
the  law  as  it  stands  as  “absurd,”  an  opinion  I  have  had  for  some  time.  I  have  always  con¬ 
sidered  any  law  as  bad  which  places  control  of  public  affairs  in  a  body  without  corresponding 
responsibility.  However,  there  is  nothing  to  be  gained  by  blinking  the  facts;  they  must  be 
faced  and  a  plan  of  action  devised  without  unnecessary  delay. 

THE  CITY’S  POSITION  WEAK 

Due  to  the  effect  of  a  propaganda  which  the  Company  lias  skillfully  conducted  during 
recent  months,  there  seems  to  exist  a  sort  of  undefined  feeling  that  the  Company  is  an  ag¬ 
grieved  party  in  this  matter  and  that  the  blame  for  the  condition  now  existing  can  be  laid  at 
the  City ’s  door.  The  Company  is  skillfully  endeavoring  to  create  such  an  impression  and  to 
pose  as  a  public  benefactor.  That  such  is  the  case  is  made  evident  by  Mr.  Mitten’s  statement 
to  these  Committees : 

“I  say  here  truly  and  frankly  that  there  is  nothing  in  these  proposals  except  a 
desire  to  save  the  City  from  loss,  which  it  is  certainly  entailing  now.  *  *  *  And 

a  desire  to  avoid  the  terrible  overcrowding  which  we  will  have  this  winter.” 

Many  members  of  these  Committees  have  expressed  irritation  and  impatience  that  the 
City  did  not  compel  the  Company  to  accept  a  contract  based  on  terms  fair  to  the  City.  It 
should  be  understood  at  the  start  in  these  negotiations  the  Company  holds  the  whip,  hand; 
the  City  cannot  directly  compel  the  Company  to  take  any  steps  towards  providing  adequate 
service.  The  Public  Service  Company  Law  of  1913  stripped  the  City  of  what  little  power  over 
the  Company  it  previously  possessed.  Moral  suasion  and  the  threat  of  competition  are  the 
only  measures  which  the  City  can  directly  employ  in  dealing  with  the  Company.  The  ordi¬ 
nances  now  before  these  Committees  indicate  that  the  Company  recognizes  the  weak  and 
helpless  position  of  the  City  and  proposes  to  take  advantage  of  its  strong  tactical  position 
to  force  the  City  to  accept  such  terms  as  it  dictates.  That  the  Company  feels  its  independ¬ 
ence  of  the  City’s  control  is  shown  by  Mr.  Mitten’s  effrontery  in  standing  before  these  Com¬ 
mittees  and  warning  you  that  if  you  do  not  accept  his  proposal  your  blood  will  be  on  your 
own  head  and  you  will  be  responsible  for  the  “heart-breaking”  congestion  which  he  fore¬ 
sees  at  the  coming  holiday  season.  It  is  indeed  humiliating  when  conditions  permit  one  of  the 
chief  servants  of  the  City  to  practically  dictate  the  terms  upon  which  he  will  serve  the  City. 
He  does  not  go  to  the  length  of  demanding  “your  money  or  your  life,”  but  in  effect  he  says, 
“Give  up  your  money  and  property  or  take  the  consequences.” 
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CONFLICTING  VIEWPOINTS 


In  considering  any  business  proposal  of  this  importance  and  magnitude,  it  is  desirable  to 
first  define  the  viewpoints  of  the  interested  parties.  The  law  recognizes  that  there  are  three 
interested  parties  to  this  proposition: 


1st.  The  Company  as  a  corporation. 

2d.  The  City  as  a  corporation. 

3d.  The  State,  otherwise  the  Public  or  ear  rider. 


The  Company’s  Viewpoint. — The  Company,  as  a  business  corporation,  is  chiefly  in¬ 
terested  in  the  maintenance  of  the  present  fare  and  its  5  per  cent,  dividend.  It  is  in¬ 
terested  in  securing  and  maintaining  the  present  fare  chiefly  for  the  purpose  of 
avoiding  trouble  with  the  public,  and  it  is  also  interested  in  the  maintenance  of  its 
dividend  to  avoid  trouble  with  its  stockholders.  At  -the  present  time  the  Company 
is  endeavoring  to  give  the  best  service  possible  with  these  ends  always  in  view.  The 
Company,  therefore,  is  cutting  the  service  in  every  way  possible  to  make  it  suit  the  fare 
lather  than  expanding  the  service'  to  properly  care  for  the  rapidly  increasing  traffic.  Mr. 
Mitten  now  comes  before  these  Committees  and  claims  that  he  is  unable  to  furnish  sufficient 
service  to  take  care  of  the  traffic  which  has  outgrown  the  facilities  he  has  provided.  In  mak¬ 
ing  this  statement  he  is  arguing  from  his  own  viewpoint,  i.  e.,  that  he  cannot  provide  suf¬ 
ficient  facilities  and  still  maintain  the  present  fare  and  his  5  per  cent,  dividend.  Between 


The  City’s  Viewpoint. — The  City’s  whole  object  in  participating  in  transit  develop¬ 
ment  is  to  secure  a  service  which  it  has  been  impossible  to  secure  otherwise.  There  is  no  dis¬ 
position  on  the  part  of  the  City  either  to  bring  about  a  raise  of  fare  or  to  deprive  the  Com¬ 
pany  of  any  dividend  to  which  it  may  justly  be  entitled;  but  in  the  eyes  of  the  City,  as  a  cor¬ 
poration,  the  Company’s  first  duty  is  to  provide  such  service  as  will  meet  the  City’s  needs 
and  the  resulting  fare  and  the  Company’s  dividend  should  be  secondary  matters.  The  City  be¬ 
lieves  in  regard  to  service  matters  that  the  proper  slogan  should  be  “Built  Up  to  a  Stand¬ 
ard;  Not  Down  to  a  Price.”  The  standards  of  service  are  now  fixed  by  the  Company,  and 
in  case  of  dissatisfaction  by  the  City  the  burden  of  proof  as  to  inadequacy  rests  upon  the 
City  and  the  final  decision  rests  with  the  State  through  the  Public  Service  Commission.  In 
the  interest  of  Home  Buie  Philadelphia  should  demand  a  change  in  the  law,  to  the  end  that 
these  standards  should  at  least  be  supervised  by  some  representative  of  the  City. 

Viewpoint  of  the  State  (Public  Service  Commission). — Under  the  Public  Service 
Company  Law  which  became  effective  in  January  of  1914,  the  regulation  of  all  public 
service  companies  holding  charters  from  the  State  was  placed  within  the  jurisdiction  of  the 
Public  Service  Commission  of  the  Commonwealth.  Recent  decisions  of  the  Commission  and 
the  Supreme  Court  are  to  the  effect  that  local  authorities  have  practically  no  control  over 
street  railway  companies  as  regards  either  standards  of  service  or  resulting  fare. 

Under  the  law,  the  Public  Service  Commission  cannot  be  an  actual  party  to  any  con¬ 
tract  providing  for  service  between  public  utility  corporations  and  municipal  corporations; 
but  must  approve  all  such  contracts  before  they  become  effective.  The  Public  Service  Com¬ 
mission  was  created  to  guard  the  interests  of  the  Public — the  ear  rider, — as  distinct  from  the 
interests  of  the  City  as  a  business  corporation,  in  which  latter  capacity  it  becomes  a  party  to 
such  contracts. 
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DIFFICULTIES  RESULTING  FROM  DIVERGENT  VIEWPOINTS 

For  six  years  ncfw  the  City  and  the  Company  have  endeavored  to  reconcile  their  con¬ 
flicting  viewpoints.  At  the  close  of  the  year  1917  an  agreement  was  finally  reached  as  the  re¬ 
sult  of  mutual  concessions,  more  on  the  City’s  part,  however,  than  on  the  Company’s. 
This  agreement  provided  that  the  City  should  secure  a  certain  degree  of  supervision  over 
the  service  rendered  by  the  Company  and  should  be  free  to  supply  at  any  time  additional 
facilities  as  the  need  was  demonstrated.  In  return  for  this  the  City  agreed  that  the  fare 
should  be  made  flexible  and  sufficient  to  meet  the  cost  of  the  service,  including  the  Com¬ 
pany’s  fixed  charges  and  its  dividend  of  5  per  cent.  When  this  agreement  was  submitted 
to  the  Public  Service  Commission  it  was  rejected.  The  formal  opinion  of  the  Commission 
states : 

“After  due  consideration  the  Commission  finds  that  the  approval  of  this  applica¬ 
tion  is  not  necessary  or  proper  for  the  service,  accommodation,  convenience  or 
safety  of  the  pubilc,  and  the  contract,  therefore,  is  not  approved.” 

The  Commission  had,  at  various  times  previously,  authorized  the  construction  by  the  City 
of  an  extensive  High  Speed  System,  certifying  that  these  lines  were  necessary  and  proper 
for  the  service  and  convenience  of  the  public.  To  have  authorized  the  City  to  construct 
a  system  costing  millions  of  dollars  must  certainly  have  presupposed  its  operation,  and  the 
fact  that  the  Commission  authorized  such  lines  to  be  constructed  without  reference  to  the 
method  of  operation  indicates  that  the  Commission  was  impressed  with  the  need  of  unified 
service  and  assumed  that  these  lines  would  be  operated  in  such  manner  as  to  supply  unified 
service.  The  rejection  by  the  Commission  of  the  agreement  embodying  the  modified  view¬ 
points  of  both  the  City  and  the  Company,  and  the  submission  at  this  time  by  the  Company 
of  a  proposal  which  is  silent  on  all  matters  considered  vital  by  the  City  indicates  how  diffi¬ 
cult  will  be  the  preparation  of  a  document  meeting  the  viewpoints  of  the  three  interested 
parties,  i.  e.,  the  Company,  the  City  and  the  State. 


WHY  THE  PUBLIC  SERVICE  COMMISSION  REJECTED  THE  CONTRACT 
BETWEEN  THE  CITY  AND  THE  COMPANY 

As  the  general  trend  of  the  remarks  made  at  the  last  meeting  by  the  members  of  these 
Committees  indicated  that  they  do  not  appreciate  the  great  and  seemingly  insurmountable 
difficulties  in  this  situation,  I  think  it  is  necessary,  even  at  the  risk  of  being  accused  of  un¬ 
duly  continuing  this  discussion,  for  me  to  explain  why  the  agreement  finally  reached  be¬ 
tween  the  City  and  the  Company  was  not  approved  by  the  Public  Service  Commission  and 
why  it  is  so  difficult  to  frame  a  contract  or  lease  satisfactory  to  the  City,  the  Company  and 
the  Commission. 

It  was  pointed  out  at  the  last  meeting  that  the  present  proposal  of  the  Company  in  its 
essential  features  is  identical  with  the  one  rejected  by  Councils  in  June  of  1917,  at  which 
time  the  Director  was  instructed  to  prepare  a  contract  which  should  be  “fair  alike  to  the  City 
and  the  Company.”  As  a  result  of  those  instructions,  the  City  and  the  Company  worked 
out  jointly  a  draft  which  was  presented  to  Councils  August  17,  1917.  That  draft  was  a 
compromise,  and  after  considerable  modification  made  to  overcome  objections  raised  be¬ 
fore  these  Committees  and  which  in  my  opinion  still  further  injured  it  from  the  City’s  view¬ 
point,  it  was  finally  accepted  by  both  the  City  and  the  Company  and  officially  signed  Feb- 
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ruary  18,  1918.  It  was  then  submitted  on  February  26,  1918,  to  the  Public  Service  Commis¬ 
sion  for  its  approval  as  required  by  law.  The  Public  Service  Commission  held  five  public 
hearings  in  this  matter,  holding  the  last  one  on  June  4,  1918,  and  then  took  the  matter 
under  consideration;  seven  months  later,  on  January  14,  1919,  the  Commission  issued  an 
order  refusing  its  approval  of  the  contract. 

The  Public  Service  Commission  stated  that  its  refusal  to  approve  the  contract  was 
based  upon  four  objections  upon  which  the  Commission  was  in  unanimous  agreement  that 
the  contract  was  not  in  the  public  interest.  The  objections  raised  by  the  Commission 
were  of  such  a  character  as  to  necessitate  a  complete  rewriting  of  the  contract  for  their  elim¬ 
ination.  To  such  rewriting  the  City  has  not  offered  the  slightest  opposition.  The  City 
stands  i*eady  today  to  accept  the  contract  revised  to  eliminate  the  objectionable  features 
which  caused  its  rejection  by  the  Commission ;  but  the  Company  shows  no  disposition  what¬ 
ever  to  so  agree  to  such  a  revision,  but  instead  has  reverted  to  its  old  plan  and,  although 
rejected  by  Councils  over  two  years  ago,  it  again  presents  that  plan  in  a  slightly  modified 
form. 

In  order  that  these  Committees,  may  fully  understand  the  reasons  why  the  compromise 
agreement,  into  which  the  City  and  the  Company  entered  two  years  ago,  was  not  approved 
by  the  Commission,  I  submit  herewith  (see  Appendix)  a  full  copy  of  the  report  and  order  of 
the  Commission  together  with  the  concurring  report  of  Commissioner  Rilling  and  the  con¬ 
curring  opinion  of  Commissioner  McClure,  and  also  some  comments  regarding  those  opinions. 
Summarized,  the  four  objections  upon  which  the  Contract  was  refused  approval  were  as  fol 
lows : 

1st — Because  the  City  proposed  to  release  the  Company  from  its  franchise  pay¬ 
ments  under  the  1907  Contract. 

2d — Because  the  Commission  could  not  approve  the  method  proposed  in  the  Con¬ 
tract  for  determining  a  proper  fare  “except  in  accordance  with  the  methods 
and  upon  consideration  of  the  principles  recognized  by  the  Public  Service  Com¬ 
pany  Law.”  In  other  words,  the  Commission  held  that  the  value  of  the  prop¬ 
erty  used  and  usable  in  the  public  service  must  first  be  determined  and  used  as 
a  factor  in  arriving  at  the  Company’s  capital  for  rate-making  purposes. 

3d — Because  the  Commission  objected  to  the  custody  and  control  of  depreciation 
funds  which  the  Contract  provided  should  be  under  the  custody  of  the  Super¬ 
vising  Board.  The  Commission  held  that  this  fund  should  be  held  by  City 
officials. 

4th — Because  the  Commission  could  not  approve  any  contract  which  would  be  in 
effect  an  approval  of  the  Contract  of  1907.  The  Commission  held  that  as  the 
1907  Contract  was  not  before  the  Commission  and  had  been  entered  into  prior 
to  1913,  it  did  not  require  the  Commission’s  approval,  and  it  would  not  in 
any  indirect  manner  give  its  approval  to  that  Contract. 

In  addition  to  these  objections  upon  which  the  Commission  was  unanimous,  the  opin¬ 
ions  filed  by  Commissioners  McClure  and  Rilling  are  illuminating  and  throw  much  light 
upon  the  attitude  of  these  Commissioners  towards  a  contract  of  this  kind.  Said  Commis¬ 
sioner  McClure : 

“This  is  a  business  venture,  undertaken  by  two  corporations  who,  with  the  ad¬ 
vice  of  able  counsel,  were  dealing  with  each  other  at  arm’s  length.  #  *  *  To 
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me  the  objectionable  features  of  the  agreement  are  the  attempt  to  have  this  Commis¬ 
sion  by  indirection  approve  the  Contract  of  1907  and  the  provisions  for  the  revision 
of  fares.  These  directly  concern  the  general  public,  the  car  riders  whose  interests  it 
is  our  duty  to  protect.  Our  approval  would  evidence  our  assent  to  all  the  rentals  and 
other  obligations  of  the  transit  company  to  its  underlying  companies,  amounting  to 
$7,365,900  per  annum,  being  used  in  the  making  of  a  rate  base  regardless  of  the  real 
value  of  their  properties  used  and  useful  in  the  transportation  of  passengers.  Here 
a  base  for  the  determination  of  the  just  and  reasonable  rates  of  fare  not  recognized 
by  the  law  is  attempted  to  be  set  up  by  contract.  *  *  *  Our  approval  would  be 

a  vain  thing  and  would  mislead  the  parties  to  their  injury.” 

Commissioner  Killing’s  report  adds  the  following  objections: 

1st — He  doubts  its  legality,  stating  that  it  was  not  actually  a  lease,  but  partook  more  of 
the  nature  of  a  co-partnership  agreement,  wherein  each  of  the  parties  were  to  contribute 
certain  property  and  agree  to  a  division  of  the  profits.  Its  approval  would  have  resulted  in 
an  entangling  alliance  between  the  City  and  the  Company,  productive  of  litigation,  loss  and 
expense  to  the  City  without  conserving  the  public  welfare.  He  questions  the  legality  of  the 
plan  of  subsidizing  the  Company  by  the  City,  saying : 

“A  provision  in  our  Constitution  prohibits  a  municipality  from  paying  or  ap¬ 
propriating  any  of  its  money  or  loaning  its  credit  to  a  corporation.  This  pro¬ 
vision,  in  our  opinion,  is  violated  by  the  terms  of  the  proposed  contract.” 

He  quotes  the  decision  of  the  Judge  of  the  Supreme  Court  in  the  Brode  case,  and  states : 

“Here  the  Court  indicates  as  clear  as  language  can  express  it  that  had  the  Con¬ 
tract  of  1907  contained  any  such  provisions  as  are  found  in  the  contract  now  under 
consideration,  it  would  have  held  the  same  to  be  illegal.” 

He  also  argued  that  other  provisions  of  the  Contract  were  such  that  if  approved  the 
Contract  would  probably  be  held  to  be  illegal. 

2d — He  objects  to  the  Supervising  Board. 

3d — He  objects  to  the  assumption  upon  which  the  Contract  is  based,  i.  e.,  that  increased 
fares  will  produce  increased  revenue,  and  that  reduced  fares  will  show  a  reduction  of  reve¬ 
nue  ;  and  he  suggests  that  the  City  might  with  advantage  absorb  any  excess  in  the  cost  of 
service  above  a  straight  5-cent  fare  within  the  limits  of  Philadelphia  with  free  transfers. 
In  determining  this  cost  of  service,  however,  he  is  careful  to  state  that  the  rentals  which  the 
Company  pays  to  underlying  companies  should  not  be  transferred  to  the  City.  He  says: 

“When  the  company  made  these  leases  it  assumed  full  responsibility  therefor 
which  it  cannot  now  shift  and  place  upon  the  public.  If  any  mistakes  have  been 
made  they  should  be  visited  upon  the  company  and  not  upon  the  car-riders.  The 
leases  are  for  long  terms  and  it  would  be  highly  improper  if  any  excessive  rentals 
should  be  paid  by  the  innocent  car-riders.  *  *  *  The  company’s  entire  system 

should  be  considered  from  the  viewpoint  that  it  is  the  owner  thereof  and,  in  deter¬ 
mining  its  fair  value,  the  property  owned  by  the  company,  as  well  as  that  leased  by 
it,  should  be  considered  as  one,  and  a  fair  return  allowed  thereon,  out  of  which  all 
charges  and  costs  for  operation,  the  amount  to  be  set  aside  for  depreciation,  and  fair 
return  should  be  paid.” 
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In  the  ten  months  which  have  elapsed  since  that  opinion  was  rendered  the  personnel 
of  the  Commission  has  been  radically  changed,  but  as  the  provisions  of  the  Public  Service 
Company  Law  have  not  changed;  as  lawyers  still  form  the  majority  on  the  Commission; 
and  as  lawyers  give  much  weight  to  precedent,  it  is  reasonable  to  assume  that  the  Commis¬ 
sion  would  not  now  favor  any  attempt  by  the  Company  to  make  the  car  rider  pay  a  fai’e  not 
based  on  a  reasonable  valuation  of  the  property  used  and  usable  in  the  public  service. 


VALUATION  OF  COMPANY’S  PROPERTY  AS  BASIS  FOR  FARES 

In  examining  these  reasons  it  should  be  clear  to  all  the  members  of  these  Committees 
that  the  Public  Service  Commission  will  not  consider  any  proposal  to  fix  fares  or  adjust  fares 
which  does  not  have  its  basis  in  the  valuation  of  the  Company’s  property.  That  contract  was 
drawn  upon  the  so-called  “Service  at  Cost”  plan.  Although  Mr.  Mitten  agi’eed  in  1917  that 
that  was  the  only  feasible  plan  which  would  meet  the  situation,  yet  in  September,  1919,  or 
two  years  later,  he  has  changed  his  point  of  view,  and  in  his  letter  to  the  Federal  Electric 
Railway  Commission  of  September  24th  he  says: 

“The  so-called  ‘Service  at  Cost’  plans  are  already  proving  a  disappointment  for 
the  reason  that  neither  Men  nor  Management  are  paid  according  to  the  excellence 
of  their  work.” 

He  also  in  that  letter  sets  forth  his  views  upon  the  question  of  the  valuation  of  prop¬ 
erties,  a  subject  which  is  of  such  vital  interest  in  connection  with  the  Philadelphia  situa¬ 
tion  : 

“Valuation  of  properties,  when  resorted  to  as  a  basis  of  fare  adjustment, 
should  be  made  upon  the  then-cost  of  reproduction,  together  with  the  added  cost  of 
producing  a  condition  of  readiness  to  serve.  I  have  no  patience  with  the  conten¬ 
tion  that  any  community  may  now  properly  expect  a  valuation  to  be  based  on  pre¬ 
war  prices  or  the  costs  of  earlier  years.  The  only  justification  for  such  a  claim 
would  lie  in  the  supposition  that,  instead  of  enjoying  increased  values  in  common 
with  others,  the  companies  were  to  be  in  some  Avay  assured  of  a  continued  rea¬ 
sonable  return  upon  the  invested  capital. 

Communities  did  not  give  street  railway  companies  any  such  assurance.  The  compa¬ 
nies  took  the  same  risks  of  profit  and  loss  as  did  the  investor  in  other  kinds  of  prop¬ 
erty,  consequently  in  such  a  time  of  readjustment  it  seems  only  just  that  the  com¬ 
munities  should  be  willing  to  establish  a  fare  sufficient  to  pay  a  proper  return  on 
that  sum  representing  the  amount  which  it  would  cost  the  City  itself  to  repro¬ 
duce  the  property  used  and  usable  in  transporting  the  people.” 

MR.  MITTEN’S  ATTITUDE  TOWARDS  VALUATION 

Mr.  Mitten’s  statement,  “I  have  no  patience  with  the  contention  that  any  community 
may  now  properly  expect  a  valuation  to  be  based  on  pre-war  prices  or  the  costs  of  earlier 
years,”  has  much  significance,  in  view  of  the  fact  that  in  that  statement  is  revealed  Mr. 
Mitten’s  determination  not  to  submit  the  Company’s  property  to  any  valuation  based  on  its 
original  cost  or  based  on  the  money  actually  invested,  but  rather  upon  the  reproduction  cost 
of  the  property  used  and  usable  in  the  public  service,  based  upon  today’s  inflated  prices. 

Mr.  Mitten  overlooks  the  fact  that  while  prices  of  labor  and  material  have  doubled, 
fixed  charges  of  the  Company,  i.  e.,  the  cost  of  money  borrowed  in  the  past,  has  not  appreci- 
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ably  changed.  In  any  event  he  has  so  far  been  unwilling  to  submit  to  a  revision  of  the  con¬ 
tract  upon  which  the  City  and  Company  agreed  upon  either  a  ‘ ‘Service  at  Cost’'  basis 
or  any  other  which  might  by  any  possibility  involve  the  opening  up  of  the  fare  question 
upon  the  basis  of  a  valuation  of  the  Company’s  property.  He  therefore  reverts  to  his  for¬ 
mer  proposition  and  attempts  to  transform  the  stock  of  his  Company  into  5  per  cent,  cumu¬ 
lative  preferred  stock  and  to  offer  the  City  for  $11,000,000  of  modern  facilities  the  position 
of  a  holder  of  common  stock,  which  if  it  existed  would  be  practically  worthless. 


AN  EXPERT  OPINION  ON  VALUATION 

As  this  matter  of  determining  a  valuation  of  the  Company’s  property  lies  at  the  root 
of  the  difficulty,  I  quote  the  opinion  of  a  well-known  Civic  Advisor  (Delos  F.  Wilcox,  Ph.  D.) 
in  this  matter  of  valuation  of  street  railway  property: 

“In  this  matter  it  is  absolutely  essential  from  every  point  of  view  that  a  pol¬ 
icy  of  conservatism  shall  be  adopted.  People  often  say  that  ‘we  can  afford  to  be 
liberal’  in  order  to  get  the  question  settled.  The  time  when  cities  could  afford  to 
be  liberal  in  the  establishment  of  the  capital  value  of  street  railway  systems  has 
passed.  No  mummies  in  the  pyramids  of  street  r  ailwav  overcapitalization  are  old 
enough  to  defy  the  disintegrating  influences  of  the  new  financial  atmosphere.  Lib¬ 
erality  is  from  now  on  a  false  watchword.  Cities  cannot  afford  to  go  beyond  the 
dictates  of  justice,  and  the  sooner  this  condition  is  recognized  by  everybody  the 
more  rapid  will  be  our  progress  toward  a  solution  of  the  immensely  difficult  finan¬ 
cial  problems  of  urban  transit  with  which  we  are  now  confronted.  The  attitude 
of  municipal  liberality,  which  seems  so  praiseworthy  to  many,  is  at  the  very  basis  of 
the  looseness  and  inefficiency  which  is  charged  against  municipal  operations.  Often 
the  very  men  who  insist  most  strongly  that  cities  should  be  liberal  in  settling  with 
the  public  utility  companies  are  loudest  in  their  condemnation  of  municipalities  for 
not  being  efficient  and  businesslike  in  the  management  of  public  enterprises.” — 
(Municipal  Engineering,  January,  1919.) 

The  Contract  of  1907  is  one  of  the  class  of  “liberal  settlements”  to  which  Dr.  Wilcox 
refers,  and  that  settlement  is  always  appearing  to  plague  the  transit  situation.  The  City 
at  that  time  was  persuaded  to  believe  that  it  could  afford  to  be  “liberal”  with  the  Company 
and  revise  its  franchises  so  as  to  confirm  the  Company’s  outrageous  capitalization  rather 
than  “let  nature  take  its  course”  with  the  resulting  collapse  or  reorganization  of  the  Com¬ 
pany.  The  lease  which  the  Company  now  proposes  is  another  “liberal  settlement”  based  on 
expediency  rather  than  justice.  As  the  City  had  been  liberal  in  1907  in  confirming  the 
Company’s  capitalization  the  Company  now  seeks  further  City  aid  in  supporting  that  capi¬ 
talization. 


NATURE  OR  TYPE  OF  CONTRACT 

I  desire  that  these  Committees  should  clearly  understand  that  in  any  attempt  to  get  to¬ 
gether  on  this  matter  the  first  feature  which  must  be  decided  is  the  financial  relationship  of 
the  parties  to  the  Contract.  In  a  contract  of  this  kind  the  Company  may  act  as  the  lessee 
of  City  property,  or  the  partner  or  the  agent  of  the  City.  In  Boston  the  company  became 
the  lessee  of  the  city’s  property  at  a  fixed  rental  equal  to  the  carrying  charges.  This  is  the 
type  of  lease  which  the  City  is  now  offering  the  Philadelphia  Rapid  Transit  Company.  In  New 
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York  City  the  company  became  virtually  a  preferred  partner  of  the  city.  Under  certain  con¬ 
ditions  the  City  might  hire  the  Company  as  its  agent  to  operate  the  City’s  property  for  the 
City’s  use  and  benefit. 

There  is  no  doubt  whatever  that  from  the  City’s  standpoint  a  straight  lease  is  by  far 
the  most  desirable;  from  the  Company’s  standpoint  a  partnership  is  almost  a  “sine  qua 
non.”  The  objections  to  a  partnership  arrangement  between  a  municipality  and  a  corpora¬ 
tion  either  such  as  was  contemplated  under  the  rejected  agreement  or  under  the  proposals 
now  before  you,  have  been  well  set  forth  by  a  recent  writer  as  follows: 

“Under  the  provisions  of  a  partnership,  which  shares  obligations  and  profits, 
the  rate  of  return  is  stabilized  and  lowered.  Yet  no  partnership  can  endure  which  is 
based  on  mutual  mistrust  and  no  partnership  franchise  has  as  yet  been  drawn  which  so 
explicitly  defined  the  rights  and  duties  of  the  parties  that  they  may  henceforth  dwell 
in  mutual  security,  even  though  constrained  to  deal  at  arm’s  length.  ‘Reasonably 
adequate  service,’  ‘necessary’  extensions,  ‘prudent’  management,  ‘allowable’  ex¬ 
penses,  ‘good’  behavior  are  familiar  phrases,  which  are  the  seeds  of  dissension  and 
the  temptation  of  a  political  issue.  Nor  does  the  community  of  interest  yield  any  re¬ 
straining  influence.  The  fact  that  Chicago  has  a  $20,000,000  and  New  York  a 
$100,000,000  stake  in  the  business  does  not  appear  to  generate  any  enthusiasm  upon 
the  part  of  municipal  officials  for  very  necessary  increases  in  rates  of  fare  in  these 
cities.  The  city  chest  or  ‘common  good’  has  no  human  impulses  of  self-interest. 
Partnership  arrangements  may  become,  as  some  of  them  have,  hazards  instead  of 
safeguards.” 

These  Committees  should  not  overlook  the  fact  that  Commissioner  Rilling  undoubtedly 
regards  any  form  of  partnership  by  which  tlie  City  becomes  interested  with  the  Company  in 
the  transit  business,  sharing  in  tlie  profits  and  losses  and  contributing  money  towards  the 
supply  of  facilities,  is  directly  prohibited  by  the  Constitution  of  the  State  and  he  regards  all 
such  contracts  as  illegal. 

Regarding  the  contract  which  the  Commission  rejected,  I  may  say  that  while  not  a  law¬ 
yer,  I  always  regarded  the  partnership  feature  of  that  agreement  as  unwise  and  probably 
illegal ;  and  even  if  the  Public  Service  Commission  had  approved  the  Contract  I  sliordd  not 
have  been  surprised  if  the  Supreme  Court  were  to  have  decided  it  to  be  contrary  to  the  Con¬ 
stitution  of  the  State. 

To  avoid  this  question  of  partnership  entirely  there  seems  to  be  but  one  way  open,  and 
that  is  to  follow  the  advice  given  by  Commissioner  Rilling  in  the  final  paragraph  of  his  con¬ 
curring  report : 

“If  the  City  of  Philadelphia  desires  to  enter  upon  the  policy  of  municipal 
ownership  of  transit  facilities,  as  it  seems  to  have  done,  and  the  wisdom  of  which 
we  are  not  convinced,  and  does  not  desire  to  operate  such  facilities,  let  it  make  a 
lease  thereof  for  a  definite  period,  providing  for  a  fixed  return,  making  the  terms 
thereof  elastic  enough  to  meet  conditions  as  they  arise,  and  which  cannot  possibly  be 
foretold,  with  a  mutual  right  therein  vested  in  both  parties  to  terminate  the  same 
at  certain  stated  periods  upon  giving  due  notice  to  the  other.” 

The  Counter  Proposal  and  Alternate  Proposal  which  were  submitted  in  my  report  are 
directly  in  line  with  this  suggestion  of  the  Commissioner. 

The  second  phase  of  the  Contract  relates  to  the  provision  of  adeqiiate  service  by  the 
Company.  To  provide  for  the  varying  requirements  of  a  long  period  in  a  rigid  form  of  fran- 
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cliise  is  impossible.  It  must  be  flexible  and  bend  to  meet  conditions  rather  than  break.  The 
inability  of  a  rigid  contract  to  meet  the  varying  problems  of  operation  under  today’s  con¬ 
ditions  was  recognized  in  the  draft  which  was  prepared  jointly  by  the  City  and  Company  in 
1917;  therefore,  a  joint  “Supervising  Board”  was  provided  in  that  Contract  to  be  a  living 
body  and  provide  the  flexibility  needed  to  care  for  the  varying  conditions  as  they  might 
arise  and  develop. 

A  contract  of  this  kind  must  set  forth  the  principles  upon  which  it  is  based ;  the  ex¬ 
tent  of  the  City’s  and  the  Company’s  co-operation;  and  provide  the  machinery  for  carrying 
such  co-operation  out.  Machinery  means  mechanism  for  producing  results  rapidly  and  ef¬ 
ficiently  and  without  undue  friction ;  the  “Supervising  Board”  was  believed  to  be  such  a 
mechanism.  Service  cannot  be  fixed  by  franchise  and  in  the  end  the  judgment  of  some 
one  as  to  adequacy  must  govern  and  prevail.  The  Board  was  provided  to  definitely  locate 
that  judgment  in  a  body  of  three  members  responsible  to  the  public  for  results. 

SUGGESTED  MODIFICATION  OF  THE  CITY’S  COUNTER  PROPOSAL 

The  Counter  Proposal  offered  the  Company  at  the  last  meeting  provided  that  the  Com¬ 
pany  should  lease  the  Frankford  Line  on  the  basis  of  a  fixed  and  definite  rental  of 
$600,000  per  year  for  a  fixed  and  definite  time  of  thirty-eight  (38)  years.  The  law  requires 
that  the  City  in  leasing  its  property  must  make  the  lease  begin  at  a  definite  date  and  the 
length  of  the  lease  cannot  exceed  fifty  (50)  years. 

In  rejecting  this  proposal  Mr.  Mitten  makes  much  of  the  fact  that  his  proposal  provides 
for  cancellation  on  six  months’  notice.  This  is  a  matter  of  small  consequence,  and  I  am 
perfectly  willing  that  the  lease  should  be  subject  to  cancellation  by  either  party  upon  rea¬ 
sonable  notice  and  upon  terms  approved  by  the  Public  Service  Commission.  The  provision 
that  the  Contract  should  run  until  1957  was  with  the  idea  that  its  date  of  expiration 
should  be  the  same  as  the  1907  Contract.  As  the  proposal  required  the  Company  to  furnish 
all  equipment  beyond  the  initial  equipment,  the  term  of  thirty-eight  years  was  not  deemed 
excessive  to  provide  for  the  protection  and  amortization  of  the  equipment  capital.  Although 
I  believe  that  the  City  should  reserve  the  right  to  cancel  the  lease  upon  reasonable  notice, 
I  am  unalterably  opposed  to  the  City's  entering  into  a  bad  contract  such  as  the  one  the 
Company  has  presented  simply  because  it  provides  for  cancellation  on  six  months’  notice.  It 
is  easier  to  get  into  such  an  arrangement  than  to  get  out.  At  the  last  meeting  I  presented 
an  estimate  that  the  completed  cost  of  the  Frankford  Elevated  Railway  would  approximate 
$11,150,000,  and  towards  that  cost  the  City  has  $8,000,000  available.  I  stated  that  the  excess 
cost  of  approximately  $3,150,000  above  the  $8,000,000  available  must  be  supplied  by  either 
the  City  or  the  operator;  and  as  the  authorization  and  appropriation  of  this  money  by  the 
City  may  take  considerable  time  and  thereby  delay  the  purchase  of  the  initial  equipment  of 
the  line  and  as  Mr.  Mitten  has  suggested  his  willingness  to  co-operate  in  financing  this  line, 
I  suggest  to  these  Committees  the  following  modification  of  the  proposal  submitted  at  the  last 
meeting : 

Investment. 

City  to  furnish  elevated  structure  from  connection  with  Market  Street  Subway- 
Elevated  Line  to  Bridge  Street,  including  foundations  and  superstructure,  deck,  plat¬ 
forms,  track  work,  third-rail,  signals,  including  miscellaneous  construction  work. 

City  also  to  furnish  necessary  real  estate,  station  buildings  with  equipment,  car 
yard  and  the  required  engineering  and  capital  charges  which  form  part  of  the  con¬ 
struction  cost. 
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Company  to  furnish  cars,  sub-stations,  feeders  and  cables  and  other  necessary 
power  facilities  and  real  estate  necessary  therefor;  also  telephone  apparatus  and  shop 
tools,  machinery,  etc.,  and  all  equipment  necessary  (in  addition  to  that  furnished 
by  City)  for  the  operation  of  the  line. 

City  and  Company  will  each  furnish  all  additional  facilities  of  the  type  specified 
above  during  the  term  of  the  lease. 

City  funds  to  be  expended  under  City  supervision ;  Company  funds  under  Com¬ 
pany  supervision. 

Operation. 

Company  to  operate  the  Frankford  Elevated  Railway  in  conjunction  with  the 
Market  Street  Subway-Elevated  Line,  as  one  continuous  line. 

Fare. 

The  fare  shall  be  five  cents  for  a  continuous  ride  upon  any  part  of  the  Frank- 
ford-Market  Street  Subway-Elevated  with  free  surface  transfer  privileges  on  the 
Frankford  Elevated  corresponding  to  those  in  West  Philadelphia.  Rates  of  fare 
subject  to  revision  by  Public  Service  Commission. 

Term. 

The  term  of  the  lease  shall  be  from  July  1,  1920,  to  July  1,  1957 ;  with  provision 
for  cancellation  by  City  upon  reasonable  notice  and  upon  fair  terms. 

Rental. 

Company  to  pay  City  an  annual  rental  equal  to  4  per  cent,  of  City’s  initial  in¬ 
vestment  in  Frankford  Elevated.  This  rental  to  be  increased  by  amounts  equal  to 
the  actual  interest  charges  on  additional  investments  made  by  the  City  in  the  line 
during  the  term  of  the  lease.  This  rental  to  be  a  direct  obligation  of  the  Com¬ 
pany — not  contingent  upon  any  other  payment.  Sinking  fund  payments  on  City 
bonds  not  to  be  included  in  rental  requirements. 

Repairs  and  Amortization. 

Company  at  its  own  expense  to  keep  in  good  state  of  repair  facilities  fur¬ 
nished  by  the  City.  Company  also  to  amortize  out  of  earnings  for  benefit  of  City, 
investment  of  Company  in  Frankford  Elevated. 

Supervision. 

Lease  to  contain  provisions  giving  to  the  City  a  voice  in  the  character  of  serv¬ 
ice  given  the  patrons  of  the  Frankford  Elevated. 

Other  City-Built  Lines. 

Company  to  agree  to  operate  other  lines  built  by  City  upon  terms  mutually 
agreed  upon,  or  upon  terms  to  he  settled  by  arbitration  if  such  agreement  is  not  ob¬ 
tainable. 

Under  this  plan  the  Company’s  contribution  to  the  cost  of  the  Frankford  Elevated  Road 
would  amount  to  approximately  the  $3,000,000  needed  to  complete  the  line  according  to  the 
estimate  submitted  to  these  Committees  on  November  14th.  It  is  not  desirable  that  the  City 
should  purchase  rolling  stock  and  similar  short-lived  equipment  out  of  the  proceeds  of  fifty- 
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year  bonds.  Neither  is  it  equitable  that  the  City  should  advance  100  per  cent,  of  the  funds 
needed  for  new  facilities.  In  order  to  insure  proper  co-operation  on  the  part  of  the  operator 
he  should  contribute  in  part  to  the  cost.  The  division  of  cost  proposed  is  73  per  cent. 
City  money  and  27  per  cent.  Company  money. 

By  this  offer  the  Company  and  car  rider  are  relieved  of  the  sinking  fund  payments  upon 
the  City’s  $8,000,000  of  bonds.  I  regard  this  counter-proposal  as  now  modified  as  being 
neither  arbitrary  nor  unfair  to  the  Company. 

I  want  to  convince  these  Committees  that  the  Department  is  willing  to  go  as  far  as  it 
can  justly  to  reach  an  agi’eement  for  the  operation  of  this  line  on  a  unified  basis. 

I  want  to  repeat  at  this  point  that  in  preparing  the  agreement  of  1918  the  City  went 
further  in  order  to  meet  the  Company’s  demands  than  I  believe  it  was  justified  in  going. 
The  Company’s  demands  at  that  time  were  so  severe  that  the  Public  Service  Commission  held 
them  to  be  not  in  the  public  interest.  The  City  has  been  ready  ever  since  the  agreement 
was  disapproved  to  rewrite  the  agreement  to  meet  the  views  of  the  Public  Service  Commis¬ 
sion  and  is  ready  to  do  it  now.  The  Company,  however,  has  lost  its  enthusiasm  for  a  “Serv¬ 
ice  at  Cost’’  form  of  contract  if  drawn  to  conform  to  the  Public  Service  Commission’s  views, 
and  has  reverted  to  its  original  and  discredited  plan.  The  plan  which  it  now  brings  for¬ 
ward  in  a  new  dress  is  substantially  the  plan  which  for  two  years  has  lain  in  the  discard 
and  which  the  City  should  refuse  to  accept  now  for  the  same  reason  that  it  was  discarded 
two  years  ago,  i.  e.,  that  it  is  unfair  to  the  City. 

I  leave  it  to  these  Committees  to  decide  for  themselves  on  whom  the  responsibility  for  the 
present  condition  of  affairs  rests. 


THE  COMPANY’S  ATTITUDE  TOWARD  RAPID  TRANSIT  DEVELOPMENT 

At  the  first  meeting  of  these  Committees  Mr.  Mitten  stated : 

“The  City  Transit  Department  decided  to  go  ahead  with  the  Transit  Program, 
which  was  very  comprehensive.  We  said,  when  it  was  brought  to  us  at  that  time, 
that  the  Philadelphia  Rapid  Transit  Company  cannot  do  it.  It  will  be  better  for 
this  community  to  develop  the  Philadelphia  Rapid  Transit  System  than  to  try  to  do 
something  its  earnings  cannot  support,  because  should  it  ever  appear  that  it  will  be 
necessary  to  depend  on  taxation  for  its  support,  the  Subway  idea  will  turn  to  ashes 
in  the  mouth  of  the  community,  just  as  Boston’s  similar  experiment  has  disgusted  its 
population.  They  cannot  get  a  fare  there  big  enough  to  support  the  holes  they  dug 
in  the  ground.” 

That  statement  refers  to  conditions  existing  in  1913,  when  the  City  determined  to  or¬ 
ganize  a  Department  of  Transit  to  thereafter  co-operate  with  the  Company  in  transit  devel¬ 
opment.  The  City  realized  the  Company's  financial  condition,  which  at  that  time  was  de¬ 
plorable;  and  in  1915,  as  a  result  of  much  public  agitation  on  the  subject,  the  City  decided 
to  build  certain  structures  for  the  Company’s  use  and  rent  them  to  the  Company. 

The  City’s  idea  from  the  beginning  has  been  that  of  friendly  co-operation  with  the  Com¬ 
pany,  and  the  basis  of  that  co-operation  as  understood  by  the  public  has  been  that  such  co¬ 
operation  would  never  unfavorably  affect  the  carfare  nor  the  taxes. 

The  Company’s  attitude  towards  the  City’s  plans  is  well  shown  in  the  above  quotation. 
The  Company  has  exhibited  a  strong  determination  to  expend  all  its  energies  in  the  develop- 
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ment  of  the  Surface  System  and  to  passively  oppose  the  construction  of  the  High  Speed  Sys¬ 
tem.  The  real  reason  for  this  is  that  Mr.  Mitten  knows  as  well  as  anyonp  in  the  transit  busi¬ 
ness  that  high-speed  lines  have  never  been  profitable  on  a  5-cent  fare  basis,  except  in  situa¬ 
tions  where  the  traffic  is  extraordinarily  dense,  such  as  New  York  City.  Under  present 
conditions,  when  the  present  schedule  of  fares  will  barely  meet  the  demands  of  his  surface 
system,  he  aims  to  secure  physical  aid  of  the  City's  first  high-speed  line,  but  attempts  to  dodge 
the  financial  burden  which  must  accompany  this  line. 

He  attempts  to  discredit  the  high-speed  facilities  by  saying  that  in  Boston  no  fare  can 
be  charged  big  enough  to  support  the  holes  they  dug  in  the  ground,  lie  further  attempts 
to  discredit  any  proposal  to  operate  this  line  on  an  independent  basis  by  quoting  the  esti¬ 
mates  furnished  to  the  Public  Service  Commission  showing  s  uch  cost,  including  interest 
charges,  as  71  cents  per  revenue  passenger,  based  upon  the  same  line,  but  70  per  cent,  longer 
(three  miles  at  the  northern  end  and  over  a  mile  at  the  southern  end),  i.  e.,  running  from 
Rhawn  Street,  Holmesburg,  to  Fifteenth  and  Chestnut  Streets.  During  the  early  years  of 
operation  it  is  estimated  that  the  City’s  interest  charges  on  the  Frankford  Line  (Arch  to 
Bridge  Street),  if  operated  by  the  Philadelphia  Rapid  Transit  Company,  will  approximate 
2.7  cents  per  revenue  passenger.  Mr.  Mitten  proposes  that  this  part  of  the  charge  shall  be 
absorbed  by  the  City  and  the  passenger  pay  him  5  cents  for  transportation.  The  actual  cost 
under  his  operation  thus  becomes  7.7  cents,  or  approximately  the  same  as  estimated  under 
municipal  operation.  He  points,  however,  to  his  5-cent  offer  as  in  the  public  interest,  but  in 
reality  the  fare  charge  is  7.7  cents,  of  which  the  car  rider  pays  5  cents  and  the  taxpayer  2.7 
cents.  It  seems  to  me  to  be  ridiculous  that  the  City  should  contribute  nearly  3  cents  each  to¬ 
wards  the  fare  of  the  Company’s  patrons,  who  are  furnished  with  high-speed  facilities  from 
Frankford,  while  the  Company,  without  the  City’s  aid,  furnishes  equal  or  better  service  to 
West  Philadelphia.  The  Company’s  next  proposal  will  probably  be  that  the  City  shall  pur¬ 
chase  from  the  Company  the  entire  Market  Street  Subway-Elevated  Line  and  use  it  as  an 
extension  of  the  Frankford  Line  to  be  operated  by  the  Company  absolutely  free  of  rental. 
By  such  a  plan  the  City  might  contribute  another  $l,000,000i  annually  to  the  Company  and 
pay  the  entire  cost  of  service  above  the  5-cent  fare;  in  other  words,  if  he  succeeds  now  in 
securing  relief  from  all  franchise  payments  and  from  all  payments  for  the  use  of  City 
money,  he  will  undoubtedly  endeavor  to  shift  to  the  City’s  broad  back  as  much  of  the  capital 
charge  for  future  development  as  the  City  will  consent  to  bear.  The  Company  has  taken  the 
position  where  it  seemingly  says,  “If  I  don’t  run  the  high-speed  road  you  cannot  do  it  and 
give  the  people  the  transfer  accommodations  and  service  which  was  promised  the  people  when 
the  line  was  built.”  In  the  absence’ of  the  Salus  or  any  similar  bill  to  bring  about  trans¬ 
ferring  there  is  force  in  this  argument.  The  City  can  only  reply,  “I  do  not  want  to  run  it :  I 
did  not  build  it  with  the  expectation  of  running  it  as  a  municipal  activity;  it  was  built  with 
the  full  expectation  that  you  would  lease  the  line  and  operate  it  as  a  part  of  a  unified  system. 
It  is  your  duty  as  a  transit  corporation  to  provide  adequate  facilities  for  the  public,  but  you 
admit  that  you  are  not  doing  it.  You  also  admit  that  this  line  is  badly  needed  and  that 
you  must  have  it  in  order  to  carry  out  your  obligations  to  the  public.  You  also  claim  that 
you  have  no  credit,  and  the  City  knows  very  well  that  the  Company  has  had  no  credit  what¬ 
ever  since  1910.  You  also  know  that  the  terms  on  which  this  property  is  offered  to  you  by 
the  City  are  not  excessive,  and  if  you  do  not  avail  yourself  of  the  City’s  offer  to  lease  this 
property  on  reasonable  terms,  how  do  you  propose  to  supply  the  necessary  equipment  and 
furnish  the  service  necessary  to  carry  the  rapidly  increasing  traffic  of  the  City?”  Had  the 
Company  had  the  necessary  credit  to  enable  it  to  finance  this  rojid  and  build  it  as  a  part  of 
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its  system,  the  money  if  borrowed  from  a  banker  would  have  cost  at  least  7  per  cent,  and  pos¬ 
sibly  8  per  cent.,  instead  of  4^  per  cent,  when  financed  by  the  City.  In  other  words,  the 
Company’s  fixed  charges  might  easily  have  been  at  least  20  to  30  per  cent,  higher  than  the 
amount  the  City  is  asking  the  Company  to  assume  as  a  rental  for  the  road. 


THE  COMPANY’S  CREDIT 

The  Company  openly  charges  the  Department  of  City  Transit  with  destroying  its  credit 
and  aiding  and  abetting  its  opposers.  To  this  allegation  of  the  Company  I  want  to  enter  a 
most  emphatic  denial.  The  Department  of  City  Transit  has  endeavored  in  every  way 
practicable  to  aid  the  Company  to  furnish  adequate  service.  The  Department  of  Transit  was 
organized  for  the  specific  purpose  of  designing  and  constructing  a  high-speed  system  which 
should  be  adequate  to  the  needs  of  the  City,  and  ever  since  its  organization  has  devoted  itself 
exclusively  to  that  end. 

As  quoted  elsewhere,  Mr.  Mitten  stated  before  these  Committees  on  October  24th  that  he 
believed  the  community  would  be  better  served  by  developing  the  Surface  System  which 
he,  of  course,  represents  than  by  adding  a  high-speed  system,  although  he  admitted  the  need 
for  that  system.  The  two  systems  must  of  necessity  compete  to  a  considerable  extent,  and 
the  views  of  Mr.  Mitten  and  the  Department  have  naturally  been  at  variance  concerning 
many  important  matters.  As  the  Director  can  only  carry  out  the  policies  adopted  by  City 
Councils  and  construct  those  lines  for  which  money  is  appropriated  and  available,  the  final 
decision  as  to  the  amount  of  competition  and  co-operation  which  will  exist  between  the 
two  systems  will  rest  ultimately  with  the  public.  Co-operation  means  that  the  City  and 
Company  should  work  for  the  same  end.  For  the  City  to  plan  and  promote  a  competitive 
system  which  the  Company  regards  as  far  in  excess  of  the  City’s  needs  and  as  inimical  to  the 
welfare  of  the  existing  system  is  not  conducive  to  hearty  co-operation.  Had  the  Company 
entered  into  the  City’s  plans  with  a  spirit  of  hearty  co-operation  the  City  would  not  be  com¬ 
pelled  to  admit  that  it  is  practically  without  rapid  transit  facilities.  In  Boston,  where  the 
Company  showed  a  real  desire  to  co-operate  with  the  city,  out  of  a  total  of  $88,000,000  invested 
in  rapid  transit  facilities,  the  company  has  furnished  over  $50,000,000  to  the  $35,000,00  of  the 
city,  and  the  company  is  paying  the  full  capital  charges  on  the  full  $88,000,000,  which  in¬ 
cludes  the  city’s  money.  This  is  one  of  the  chief  causes  for  the  high  fare  in  Boston  to  which 
Mr.  Mitten  refers  in  his  effort  to  discredit  high-speed  development.  In  New  York.  City, 
owing  to  a  lack  of  the  city’s  borrowing  capacity,  the  companies  co-operated  to  the  extent 
of  furnishing  nearly  one-half  of  the  $300,000,000  needed  for  the  latest  expansion  of  high¬ 
speed  development.  The  Company’s  claim  that  the  Department’s  activity  has  affected  its 
credit  is  utterly  without  foundation.  The  Company  has  practically  been  destitute  of  credit 
since  1910,  and  the  money  which  has  been  borrowed  for  the  rehabilitation  of  the  system  since 
1910  was  not  borrowed  on  the  credit  of  the  Philadelphia  Rapid  Transit  Company,  but  on  the 
credit  of  the  Union  Traction  Company.  The  Company’s  bankers  have  never  loaned  money 
to  the  Company  without  ample  security,  and  as  the  Company  now  has  no  security  to  offer 
either  in  the  shape  of  collateral  or  suitable  net  earnings,  its  credit  with  bankers  is  gone.  In¬ 
stead  of  the  Department  of  Transit  injuring  the  credit  of  the  Company,  the  City  now  offers 
the  Company,  with  the  approval  of  the  Department  of  Transit,  $11,000,000  of  property,  of 
which  it  stands  in  dire  need,  and  asks  the  Company  to  give  no  security  other  than  that  fur¬ 
nished  by  the  structure  itself. 
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Due  to  the  Company’s  inability  to  finance  needed  facilities,  the  Fleet  and  Housing- 
Corporations  branches  of  the  Federal  Government,  advanced  to  the  Company  during  the  last 
two  years  approximately  $4,000,000,  for  which  the  Company  has  agreed  to  pay  5  per  cent, 
and  to  repay  the  same  upon  a  basis  which  the  Company  regards  as  satisfactory.  In  answer 
to  my  question  as  to  why  the  Company  was  unwilling  to  treat  the  City  with  equal  liberality, 
it  will  be  readily  seen  that  Mr.  Mitten  regards  the  System  as  an  enemy  when  he  says : 

“The  money  secui*ed  from  the  Government  was  used  to  improve  and  extend  the 
Company’s  existing  system.  The  City’s  money  in  the  Frankford  ‘L’  has  been  used 
to  build  a  competing  line  in  territory  already  served  by  the  Company’s  system.  The 
Government  offered  not  only  additional  money,  but  additional  traffic.  The  City 
offers  competing  facilities  with  no  present  additional  traffic.  The  passengers  to  be 
carried  on  the  Frankford  ‘L’  will  be  largely  drawn  from  the  paralleling  surface 
street  cars,  which  it  has  been  estimated  will  suffer  a  net  loss,  after  withdrawing  all 
possible  street  car  service,  of  not  less  than  $650,000  per  annum.” 

As  a  matter  of  fact,  this  answer  evades  the  issue,  because  the  City  furnishes  the  traffic 
for  the  Frankford  “L”  just  as  much  as  the  Government  furnishes  the  traffic  from  Hog  Island. 
Mr.  Mitten  knows,  of  course,  that  all  traffic  carried  by  his  system  is  furnished  by  the  City. 
He  estimates  that  the  City  will  furnish  110,000,000  additional  revenue  passengers  next  year. 
The  real  reasons  that  he  refuses  to  pay  interest  charges  on  the  City’s  money,  although  he 
agreed  to  pay  such  charges  to  the  Government,  are : 

1st — He  thinks  he  can  get  the  City’s  facilities  without  the  payment  of  interest  on 
the  plea  that  the  car  rider  will  benefit.  He  is  using  argument,  sentiment  and 
threats  in  his  efforts  to  force  the  City  to  accept  his  offer. 

2d — The  Government  threatened  to  commandeer  lines  running  to  these  plants,  and 
he  preferred  paying  interest  charges  to  assuming  the  risk  of  complications 
which  might  result  from  a  commandeering  of  his  lines  by  the  Government.  As 
the  City,  under  the  Ilecht  Bill,  cannot  condemn  a  part  of  the  Company’s 
lines  and  has  not  funds  to  take  them  all,  he  feels  safe  as  against  the  City. 

3d — The  lines  which  the  Government  built  were  surface  lines  which  he  regards  as 
friendly  feeders  of  his  System.  He  regards  the  City’s  high-speed  lines  as  com¬ 
petitors  and  enemies  of  his  System. 


WHAT  SHALL  BE  THE  COMPANY’S  REWARD  IF  IT  SUPPLIES 

ADEQUATE  SERVICE? 

The  solution  of  the  entire  transit  problem  hinges  largely  on  the  reward  which  the  Company 
shall  receive  for  rendering  adequate  and  satisfactory  service.  AVe  all  admit  that  good  service 
should  receive  a  higher  reward  than  poor  service,  and  we  grant,  without  argument,  that  the 
Company  should  be  at  least  paid  the  actual  cost  of  the  service.  By  the  term  “reward”  we  mean 
that  the  Company  should  receive  something  in  the  nature  of  a  profit  or  a  premium  in  excess 
.of  that  cost  for  providing  a  service  that  contributes  to  the  convenience,  comfort  and  well 
being  of  the  entire  community. 

This  question  of  profits  is  little  understood  by  the  Public,  which  is  apt  to  confuse  profits 
with  fixed  charges  and  dividends  because  they  are  all  of  a  financial  nature  and  all  require 
money.  Fixed  charges,  however,  and  reasonable  dividends  on  capital  used  in  the  business  are 
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a  part  of  the  cost  of  the  service  ;  profits  in  reality  are  not  a  part  of  such  cost,  but  rather  a 
reward  over  and  above  such  cost  and  are  earned  as  a  result  of  skillful  management  or  are 
allowed  in  appreciation  of  the  service  performed. 

Street  railway  service  in  Philadelphia,  for  many  years  past,  has  been  paid  for  on  the 
basis  of  a  fixed  schedule  of  fares,  in  return  for  which  the  Company  is  obligated  to  supply 
suitable  service  and  is  permitted  to  make  from  that  schedule  whatever  profit  it  can  by  skill¬ 
ful  management.  So  long  as  the  service  was  fairly  acceptable,  the  Public  concerned  itself 
comparatively  little  with  the  matter  of  profits  which  the  Company  might  or  might  not  secure 
from  the  surplus  remaining  above  the  cost  of  service. 

“Service  at  Cost”  is  a  comparatively  new  term  and  has  come  into  common  use  only 
within  recent  years,  since  Public  Service  Commissions  have  adopted  this  conception  as  a  basis 
for  determining  fares  which  the  companies  may  charge  car  riders  for  service.  In  “Cost  of 
Service”  is  included  all  operating  costs,  including  maintenance  and  renewal  of  the  property, 
a  reasonable  return  upon  all  capital  invested  or  used  in  carrying  on  the  business,  taxes,  and 
all  other  items  which  may  properly  be  considered  as  making  up  the  actual  cost. 

The  one  great  objection  to  the  “Cost  of  Service”  conception  as  a  basis  for  fares,  is  that 
it  does  not  recognize  the  fact  that  a  reward  in  excess  of  the  cost  of  service  is  not  only  desir¬ 
able,  but  absolutely  necessary  if  adequate  and  satisfactory  service  is  to  be  provided  by 
the  Company.  The  inadequate  service  being  rendered  today  by  the  Philadelphia  Rapid 
Transit  Company  is  due  to  the  fact  that  the  cost  of  service  as  the  Company  applies 
the  term  has  never  left  sufficient  surplus  out  of  its  income  to  support  adequate  construc¬ 
tion  and  service.  The  net  income  of  the  Company  supplies  absolutely  no  reward  for  man¬ 
agement  of  the  property  in  the  public  interest.  In  the  seventeen  years  that  the  Company  has 
been  in  existence,  it  will  have  paid  to  its  stockholders  by  the  end  of  this  year,  17  per  cent,  in 
dividends,  an  average  of  1  per  cent,  per  year;  and  this  payment  of  17  per  cent,  cannot  be 
properly  classed  as  profit.  It  is  really  interest  at  the  average  rate  of  only  1  per  cent,  per 
year  on  the  $30,000,000  of  the  Company’s  paid  in  capital  stock.  The  term  “profits”  in  the 
sense  now  being  considered,  only  applies  to  a  reward  in  excess  of  the  ordinary  or  reasonable 
return  on  money  invested  in  such  a  property.  This  brings  up  the  question,  however,  as  to 
the  reasonableness  of  the  rates  of  interest  paid  on  the  money  invested  in  the  business.  The 
fact  that  the  Philadelphia  Rapid  Transit  Company  has  paid  an  average  of  but  1  per  cent,  per 
year  on  its  own  stock  is  accounted  for  by  the  fact  that  it  has  paid  excessively  high  rates  for 
most  of  its  leased  property.  The  rates  paid  on  money  in  the  shape  of  bonds  have  been  low, 
but  on  leased  fx-anchises  inordinately  high.  The  low  return  to  the  Philadelphia  Rapid  Ti-ansit 
Company  does  not  necessaxfily  indicate  that  the  fare  would  not  supply  adequate  service  and 
yield  a  reasonable  profit  if  excessive  amounts  were  not  being  paid  for  leased  property  and  fran¬ 
chises.  Commissioner  Rilling,  in  his  repoi't  (see  page  78)  clearly  sets  forth  that  in  deter¬ 
mining  the  cost  of  service,  the  property  of  the  Company  and  all  its  sub-companies  must  be 
considered  as  a  unit,  and  the  value  of  all  the  property  used  and  usable  in  the  production  of 
service  must  be  considered  and  valued  for  the  purpose  as  a  whole,  x’egardless  of  the  name 
in  which  the  property  may  stand.  The  Commissioner  indicates  that  the  State  will  not  permit 
franchises  to  be  capitalized  above  their  cost  and  used  to  unduly  inflate  the  cost  of  service. 
The  Company,  therefore,  has  not  proved  that  its  inability  to  supply  adequate  service  and 
enjoy  profits  is  because  profits  are  not  earned.  Whatever  profits  have  been  actually  earned 
on  the  basis  of  the  existing  schedule  of  fares  have  beeix  diverted  from  the  active  Company 
to  the  inactive  companies.  Labor  (The  Philadelphia  Rapid  Transit  Company)  gets  a  modicum 
of  payment  and  dead  capital  absorbs  too  large  a  share  of  the  earnings  and  all  the  profits. 
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The  existing  situation  is  unfortunate,  but  it  must  be  remedied.  It  forces  both  the  Company 
and  the  City  to  suffer  for  the  benefit  of  the  holders  of  the  original  franchises  for  the  use  of 
the  City’s  streets.  The  people  are  now  paying  upwards  of  $4,000,000  per  year  for  the  use 
of  their  own  streets,  and  they  are  paying  most  of  this  sum  to  the  original  horse-car  companies 
who  have  long  since  retired  from  active  service,  and  to  whom  the  use  of  the  streets  was  given 
by  the  City  practically  free  in  order  that  they  might  supply  service  to  the  community  on 
reasonable  terms.  The  City  is  thus  being  strangled  by  a  rope  of  its  own  weaving;  its  gift  is 
being  used  to  its  own  hurt  and  damage. 

It  will  not  be  easy  to  remedy  the  situation.  It  is  a  legal  problem — a  problem  involving 
the  sacredness  of  contracts  and  also  involving  the  doctrine  that  public  rights  are  superior  to 
private  rights.  The  underlying  companies  have  assumed  that  through  the  acquirement  of  a 
franchise  to  render  service  on  certain  streets  they  have  thereby  acquired  practically  a  fee 
simple  title  to  those  streets  which  they  might  control  and  barter  as  if  it  were  title  to  private 
property.  However,  these  companies  cannot  be  permitted  to  treat  the  leasing  or  subletting 
of  their  franchises  as  a  private  matter,  as  the  interests  of  the  public  are  involved. 

“There  is  not  a  contract  that  can  be  drawn  by  man  between  individuals,  between 
corporations,  between  individuals  and  corporations,  and  a  State  or  Community,  that 
has  not  the  implied  third  person  to  that  contract,  to  wit: — all  the  other  people  of  the 
United  States — the  Public.” 

The  foregoing  has  more  to  do  with  the  cost  of  service  than  with  profits,  but  as  the  cost 
of  service  must  first  be  paid,  and  as  the  profits  represent  the  surplus  remaining  out  of  a  rea¬ 
sonable  fare,  it  is  essential  that  the  cost  of  service  shall  be  first  determined  and  made  known. 
The  influence  of  the  matter  of  profits  upon  the  service  is  great  and  to  secure  adequate  serv¬ 
ice,  a  City  should  treat  its  transit  contractor  liberally  in  the  matter  of  just  profits,  but  should 
insist  that  it  shall  first  appear  with  clean  hands  in  all  matters  of  finance.  Whatever  profits  or 
reward  accrue  to  the  Company  should  be  open  and  above  board,  and  not  the  result  of  inter¬ 
company  deals  which  work  an  injustice  on  the  public.  The  Company  should  be  enabled  to 
earn  such  reward  as  will  insure  the  highest  grade  of  service  and  management,  and  the 
profit  to  the  Company  should  increase  as  efficiency  and  adequacy  improve,  to  the  end  that 
the  community  may  secure  a  service  in  which  it  will  take  a  just  pride,  and  the  Company  and 
its  employees  work  with  a  degree  of  satisfaction  which  will  be  to  the  best  interests  of  all 
parties  involved.  Concerning  this  matter  of  profits,  I  quote  a  statement  which  expresses,  bet¬ 
ter  than  I  can,  my  attitude  toward  profits: 

“There  is  just  one  condition  on  which  men  can  secure  employment  and  a  liv¬ 
ing,  nourishing,  profitable  wage  for  whatever  they  contribute  to  the  enterprise,  be 
it  labor  or  capital,  and  that  condition  is  that  someone  make  a  profit  by  it.  That  is 
the  sound  basis  for  the  distribution  of  wealth  and  the  only  one ;  it  cannot  be  done  by 
law;  it  cannot  be  done  by  public  ownership;  it  cannot  be  done  by  socialism. 

“When  you  deny  the  right  to  a  profit,  you  deny  the  right  of  a  reward  to  thrift 
and  industry.” 

My  chief  objection  to  the  “Service  at  Cost’’  plan  of  public  franchises  is  contained  in 
the  above  quotation  from  a  speech  by  Governor  Coolidge,  of  Massachusetts. 

Profits  should  be  paid  as  a  reward  for  service  performed  and  should  not  be  extorted 
from  the  public  because  some  Company  happens  to  possess  a  franchise  which  was  a  gift  made 
in  order  that  the  recipient  might  render  service  to  the  community. 
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THE  COMPANY’S  FRANCHISE  PAYMENTS 


Before  public  utility  companies  can  engage  in  business,  they  must  receive  a  charter  from 
the  State  which  limits  and  defines  their  powers  and  privileges,  and  must  receive  a  franchise 
from  the  local  authorities  of  the  district  in  which  the  company  proposes  to  render  service. 

A  franchise  is  simply  a  contract  between  the  local  authorities  and  a  corporation — a  con¬ 
tract  under  which  the  company  agrees  to  assume  certain  obligations  and  render  certain 
service  in  return  for  the  privilege  of  occupying  public  property  and  doing  business  with  the 
public. 

Notwithstanding  the  legal  fiction  that  public  utility  companies  are  organized  and  created 
primarily  to  render  public  service,  the  making  of  big  profits  was  undoubtedly  the  real  motive 
for  the  incorporation  of  most  of  the  street  railway  and  traction  companies  which  make  up 
the  Philadelphia  system.  As  so  many  franchises  have  in  the  past  proved  highly  profitable 
to  their  holders,  the  public  in  recent  years  has  demanded  that  all  such  franchises  contain 
provisions  that  the  public  shall  share  in  the  profits  of  the  business. 

A  franchise  payment  is  a  payment  made  to  the  City,  or  a  service  performed  as  compen¬ 
sation  for  the  use  of  the  public  highways  and  for  the  privilege  of  doing  a  public  utility  busi¬ 
ness  in  the  City.  The  existence  of  the  obligation  to  make  franchise  payments  results  from 
viewing  of  a  public  utility,  as  an  essentially  private  and  highly  profitable  business  conducted 
on  public  property,  if  operated  by  a  corporation,  and  one  in  whose  profits  the  public  is 
entitled  to  share,  either  directly  as  in  the  case  of  the  Chicago  franchise  of  1907,  or  indirectly 
through  paving  and  other  obligations  assumed  by  the  companies  as  in  Philadelphia.  The  obli¬ 
gations  to  pave,  repave  and  maintain  paving  upon  streets  occupied,  and  to  remove  snow  there¬ 
from,  are  some  of  the  obligations  which  the  Philadelphia  horse-car  franchises  contained. 
Later,  modifications  of  these  franchises  increased  the  obligations.  In  1893,  1894  and  1895; 
when  the  Companies  proposed  to  electrify  their  lines,  the  City  took  advantage  of  the  situa¬ 
tion  to  bind  all  of  the  companies  to  rigid  franchise  obligations. 

The  Contract  of  1907  was  practically  a  new  franchise,  which  although  granted  direct  to 
the  Philadelphia  Rapid  Transit  Company  thereby  at  the  same  time  modified  the  terms  of  the 
franchises  of  the  underlying  companies  and  the  Company  secured  a  substantial  relief  from 
the  franchise  obligations  which  it  inherited  from  its  predecessors.  It  now  seeks  to  modify 
that  contract  and  to  secure  the  elimination  of  all  its  remaining  franchise  obligations.  The 
argument  advanced  in  support  of  its  present  appeal  is  that  the  car  rider  should  not  be  called 
upon  to  pay  the  City  for  the  Company’s  privilege  of  doing  business,  nor  to  meet  costs  which 
do  not  contribute  to  the  furnishing  of  transportation. 

Colonel  Potter  has  argued  before  these  Committees  that  the  Company  should  not  be 
charged  what  amounts  to  a  rental  for  the  use  of  City  streets.  Because  the  use  by  the  Com¬ 
pany  of  these  streets  costs  the  public  nothing,  the  Company  should  be  charged  nothing.  I  do 
not  agree  with  this  argument,  for  looking  at  it  another  way  it  simply  says  that  the  streets 
for  business  purposes  are  worth  nothing,  a  condition  contrary  to  fact. 

While  it  is  a  specious  argument  that  the  relief  from  these  franchise  obligations  is  for 
the  benefit  of  the  car  rider,  it  must  not  be  overlooked  that  they  all  form  a  part  of  the  cost  of 
doing  business,  and  as  all  other  corporations  pay  taxes  to  the  City  for  the  purpose  of  support¬ 
ing  the  operating  cost  of  the  City,  I  see  no  reason  why  the  Company  should  be  relieved  of  all 
payments  of  this  character.  Furthermore,  the  payments  complained  of  are  small  when  com¬ 
pared  to  similar  payments  made  in  other  cities.  In  Chicago,  the  city  receives  55  per  cent,  of 


31 


tli e  net  receipts,  and  during  the  last  nine  years  has  received  an  average  of  $2,838,000  a  year 
or  four  times  the  amount  that  the  Philadelphia  Rapid  Transit  Company  now  complains  of  as 
excessive.  Other  cities  pay  proportionately  large  amounts.  In  my  discussion  last  week,  I 
opposed  the  giving  up  of  all  these  payments  and  suggested  that  they  should  be  applied  to 
the  reduction  of  the  capitalization  of  the  Company  as  no  such  fund  is  now  provided  and  the 
car  rider  is  suffering  far  more  from  that  source  than  from  the  franchise  payments. 

The  rental  for  the  Frankford  Elevated  Railway  cannot  properly  be  classed  as  a  franchise 
payment,  but  a  rental  for  the  use  of  City  money  or  City  property,  whichever  way  it  may  be 
most  convenient  to  regard  it. 

It  has  been  my  position  for  the  last  four  years  that  the  passenger  should  pay  the  entire 
expense  of  his  transportation,  including  a  proper  amount  of  taxation  whether  such  taxation 
be  considered  as  a  franchise  tax  or  under  some  other  form.  One  reason  for  my  position  is 
that  the  Company  is  seeking  relief  from  its  small  franchise  payments  in  order  to  insure  its 
ability  to  pay  its  rentals  to  the  original  holders  of  franchises,  which  the  Company  has  rented 
at  exorbitant  figures.  These  franchises  to  do  business  in  the  City’s  streets  are  considered  by 
the  various  companies  as  being  of  immense  value;  otherwise,  the  rentals  would  be  more  mod¬ 
erate.  If  of  such  great  value  they  should  be  taxed  accordingly ;  if  of  no  value  then  that  fact 
should  be  established.  The  fact  that  the  companies  paid  a  considerable  price  to  the  City  for 
some  of  the  later  franchises  does  not  disprove  the  ground  here  taken  that  the  franchises 
themselves  cost  the  companies  practically  nothing — by  simply  capitalizing  any  payment  made 
the  City  for  the  franchises  and  then  leasing  the  franchises  to  use  the  streets  to  a  later  com¬ 
pany,  the  companies  thereby  transferred  that  load  to  the  car  rider’s  back,  as  an  interest 
and  dividend  charge  which  left  them  with  the  franchises  practically  free  of  cost.  The 
nature  of  a  utility  business  is  such  that  all  charges  in  the  nature  of  a  franchise  payment  must 
be  reflected  in  the  service  or  the  charges.  Hence  the  futility  of  levying  such  a  payment 
upon  the  Company  is  now  generally  recognized;  it  is  paid  by  the  business  and  that  means  it 
is  paid  by  the  car  rider.  The  Company  is  simply  a  collecting  agent.  The  car  rider  is  not 
particularly  interested  in  whose  name  a  franchise  stands  or  who  furnishes  the  service  so  long 
as  it  is  adequate  and  the  fare  charged  therefor  is  not  unreasonable  and  not  in  excess  of  the 
franchise  provisions.  The  subletting  of  franchises  need  not  affect  the  car  rider  unless  such 
subletting  works  injury  to  the  service  or  produces  an  increase  of  fare,  which  is  the  condition 
now  existing;  hence  the  aroused  interest  of  the  public  and  the  nervousness  and  anxiety  of 
the  Company  which  is  so  manifest. 

It  is  generally  held  by  the  Commissioners  that  in  valuing  a  utility  property  for  rate  mak¬ 
ing  purposes  no  value  shall  be  assigned  to  its  franchises,  i.  e.,  its  franchise  is  to  be  treated  as 
having  been  given  the  company  free  and  therefore  should  not  form  a  part  of  the  property 
to  be  supported  by  the  fare.  It  should  not  form  an  element  in  determining  the  “cost  of 
service.”  The  public  should  not  be  asked  to  pay  for  any' inter-company  speculations  based 
on  the  renting  or  subletting  of  franchises.  Such  specification  became  possible  because  of  the 
fare  being  fixed  at  an  arbitrary  amount  rather  than  being  determined  by  the  “cost  of  the 
service.  ” 

For  many  years  the  fare  fixed  by  franchises  was  much  in  excess  of  the  actual  cost  of 
service.  Successive  consolidations  of  rival  and  competing  companies  improved  service  and 
brought  down  costs.  These  reductions  in  cost  were  capitalized  until  unfication  became  prac¬ 
tically  complete  during  the  active  period  of  the  Union  Traction  Company  (1895-1902).  Such 
further  economies  as  resulted  thereafter  were  largely  offset  by  rising  costs  and  these,  with  the 
limitations  in  the  capacity  and  adaptability  of  the  old  system  to  meet  the  City’s  growth,  and 
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the  shrinking  in  value  of  the  fixed  fare,  have  produced  the  unpleasant  condition  which 
always  exists  when  a  contractor  is  losing  money  on  a  contract  to  do  work  or  furnish  serv¬ 
ice  to  a  municipality. 

The  existing  schedule  of  fares  has  been  in  effect  ever  since  1895.  The  payments  made 
by  the  traction  companies  to  the  older  companies  for  the  lease  of  their  “property,  rights 
and  franchises”  have  ever  since  formed  a  part  of  the  “cost  of  service”  which  has  been  sup¬ 
ported  by  that  schedule  of  fares. 

It  is  fair  to  assume  that  such  schedule  of  fares  which  nominally  represented  the  “cost  of 
service”  since  1895  has  carried  payments  to  underlying  companies  for  use  of  their  franchises 
aggregating  $80,000,000.  This  is  exclusive  of  the  payments  resulting  from  the  paving  require- 
ments  of  those  franchises,  which  have  probably  aggregated  $30,000,000  or  twice  the  original 
cost  of  the  paving.  This  huge  sum  amounting  to  over  $4,000,000  per  year  is  certainly  a  heavy 
burden  for  the  cost  of  service  to  support  out  of  the  present  shrunken  fare,  and  Avas  such  a 
heavy  handicap  on  the  Company  that  development  stopped  some  years  ago.  It  is  a  case  of 
the  dead  hand  of  the  past  strangling  the  Company  so  it  can  neither  supply  adequate  service 
for  the  present  nor  anticipate  needs  for  the  future. 

When,  beginning  in  1893,  the  various  horse  car  companies  of  Philadelphia  proposed  to 
change  the  motive  power  of  their  cars  from  the  horse  to  electricity,  the  moving  motive  was 
to  increase  the  profits  of  the  business  and  the  City  in  revising  the  franchises  of  the  compan¬ 
ies  so  as  to  permit  such  change  decided  that  the  companies  should  pay  for  the  privilege  by 
practically  repaving  the  streets  of  the  entire  City.  As  the  streets  had  to  be  torn  up  to  relay 
new  rails,  often  in  new  locations,  this  was  a  natural  and  not  unreasonable  demand  for  the 
City  to  make,  particularly  in  vieAV  of  the  belief  held  at  that  time  that  it  Avas  not  out  of  pro¬ 
portion  to  the  expected  profits  of  the  companies.  The  City,  hoAvever,  made  a  mistake  in  not 
providing  that  the  franchise  payment  (the  cost  of  this  repaving)  should  be  met  by  a  bond 
issue  rather  than  by  stock  of  the  companies  and  that  it  should  be  amortized  within  twenty 
years  out  of  the  fare  then  fixed  by  franchise.  But  in  those  days  the  City  was  little  interested 
in  the  financial  exploits  of  the  traction  companies,  Avhich  noAV  are  plaguing  the  present  gen¬ 
eration. 

Under  the  provisions  of  the  new  franchises  (1892  to  1895)  the  Surface  car  system  Avas 
reborn — only  the  original  charters  of  the  roads  and  a  small  amount  of  real  estate  and  old 
buildings  and  a  feAv  car  bodies  could  be  utilized — all  else  Avas  discarded.  NeAv  companies 
called  “traction”  companies  were  formed  (1893  to  1895)  Avhich  first  leased  the  horse-car  lines, 
Avhose  franchises  provided  use  of  the  City’s  streets  in  perpetuity,  secured  the  lieAv  franchises 
and  financed  the  building  of  the  new  electric  systems.  It  may  be  thus  seen  that  all  payments 
made  by  the  traction  companies  to  the  horse  car  companies  were  really  for  the  use  of  their 
franchises  and  “good  Avill”  only,  as  no  property  of  any  great  value  could  be  used  in  the 
public  service. 

WHAT  CAPITALIZATION  DOES  THE  PRESENT  SCHEDULE  OF  FARES 

SUPPORT 

Commissioner  Rilling  in  his  concurring  report  upon  the  Operating  Contract  (see  page 
74)  refers  to  Exhibit  No.  6  (Table  of  the  Company’s  capitalization  at  June  30,  1916)  Avhich 
I  submitted  as  evidence  at  the  hearing  before  the  Public  Service  Commission ;  and  as  these 
Committees  may  not  be  familiar  with  that  exhibit,  and  as  the  subject  is  so  important  in  this 
discussion,  it  is  here  reproduced.  (See  Table  No.  1  on  page  folloAving.) 
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TWINING  EXHIBIT  No.  6  (BEFORE  PUBLIC  SERVICE  COMMISSION  APRIL  11,  1918) 
CAPITALIZATION  AND  FIXED  CHARGES— PHILADELPHIA  RAPID  TRANSIT  COMPANY  SYSTEM  AT  JUNE  30,  1916. 
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As  the  capitalization  has  changed  somewhat  since  that  date  (1916)  and  as  the  Company 
in  its  last  Annual  Report  divides  the  capitalization  differently,  I  submit  herewith  a  new  table 
(No.  2)  in  which  the  Philadelphia  Rapid  Transit  Company’s  direct  capitalization  is  separated 
from  that  of  the  subsidiary  companies,  also  the  bond  capital  and  interest  thereo'n  is  separated 
from  share  capital  and  dividends  thereon. 

From  Table  No.  2,  showing  the  Capitalization  and  Fixed  Charges  of  the  Company’s 
Entire  System  at  December  31,  1918,  it  will  be  found  that  the  paid-in  capitalization  supported 
is  made  up  as  follows : 


TABLE  No.  3 


Borrowed  money — P.  R.  T.  and  underlying  Co. 
bonds,  mortgages,  etc. 

Paid-in 

Invest¬ 

ment 

Interest 
or  Rental 
on  Invest¬ 
ment 

Average 
Rate,  of 
Return  on 
Invest¬ 
ment 

Cost  per 
Rev.  Pass. 
In  Cents, 
1918 

$38,997,111 

56,461,378 

$1,923,570 

7,585,984 

4.9% 

13.4% 

0.36(A) 

1.29 

Stocks  of  companies  leased  and  operated  by  P. 
R.  T.  _  . 

Total 

$95,458,489 

29,991,660 

$9,509,554 

1,499,290 

10.0% 

5.0% 

1.65 

0.25 

Capital  stock  of  P.  R.  T.  Co. 

Total  capitalization  (paid-in) _  _  _ 

$125,450,149 

$11,008,844 

8.8% 

1.90 

(A)  Includes  proportion  of  primary  power  charge  as  per  Company’s  report. 


That  the  amount  at  which  a  business  may  be  said  to  be  capitalized  is  not  fixed  by  either 
the  par  value  or  the  paid-in  value  of  its  securities  is  shown  by  the  fact  that  the  capitalization 
of  the  Philadelphia  Rapid  Transit  Company  has  a  par  value  of  approximately  $180,000,000, 
but  is  taken  at  $125,450,149  in  Table  No.  2  on  the  basis  of  the  actual  money  paid  in  to  de¬ 
velop  the  business.  The  average  rate  of  return  on  the  paid-in  capitalization  is  8.8  per  cent. ; 
and  the  business  to  support  that  capitalization  must  contribute  annually  approximately 
$11,000,000.  The  average  rate  of  return  of  8.8  per  cent,  results  from  the  investment  of  about 
$69,000,000  in  bonds  and  Philadelphia  Rapid  Transit  stocks  at  an  average  of  5  per  cent, 
return  and  of  about  $56,000,000  in  underlying  stocks  at  an  average  return  of  13.4  per  cent, 
and  indicates  that  the  profits  of  the  business  are  great. 

It  is  first  important  to  get  a  clear  idea  of  the  distinction  between  the  Company’s  capital 
and  capitalization.  The  capital  is  the  working  money  actually  in  the  business;  the  capitali¬ 
zation  is  the  speculative  capital.  The  business  needs  capital ;  speculation  needs  capitalization. 
Capital  is  real  money;  capitalization  often  consists  in  large  part  of  merely  stage  money.  Capi¬ 
tal  represents  the  actual  needs  of  the  business;  while  its  capitalization  often  reflects  the  cupid¬ 
ity  and  greed,  or  possibly  simply  the  bad  management  of  its  bankers,  promoters  or  stock¬ 
holders.  The  capitalization  represents  three  kinds  of  money: 

1st — The  active  money  actually  at  work  in  the  business. 

2d  — Inactive  money  invested,  but  now  dead  or  non-productive. 

3d — “Stage  money”  or  “water”  which  never  went  into  the  business. 

It  is  impossible  now  to  apportion  the  total  capitalization  of  the  Philadelphia  Rapid  Tran¬ 
sit  Company  exactly  among  these  three  classes,  and  as  the  system  has  been  entirely  recon¬ 
structed  and  re-equipped  since  the  electric  era  began  in  1893,  it  is  reasonable  to  assume  that 
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TABLE 

CAPITALIZATION  AND  FIXED  CHARGES — PHILADELPHIA 


BONDS 


Classification 


R _ 

R _ 


Underlying  Companies: 

Philadelphia  City  Passenger  Railway _ 

13th  and  15th  Streets  Passenger  Railway.. 

Empire  Passenger  Railway _ 

Hestonville,  Mantua  &  Fairmount  Passenger  R 
Hestonville,  Mantua  &  Fairmount'  Passenger  R 

People’s  Passenger  Railway _ _ 

Frankford  and  Southwark  P.  C.  Passenger  rIrIH" 

West  Philadelphia  Passenger  Railway _ 1”’~~ 

17th  and  19th  Streets  Passenger  Railway 

Continental  Passenger  Railway _ "  " 

Frankford  and  Southwark  P.  C.  Passenger  "r'  r" 

Union  Passenger  Railway _ 

People’s  Passenger  Railway... _ II  " 

People’s  Passenger  Railway _ "  I  I 

Union  Passenger  Railway _ IIIIIIIIII  II 

West  Philadelphia  Passenger  Railway _  _ I 

Philadelphia  and  Darby  Railroad _  _  ’”""1 

Catharine  and  Bainbridge _ 


13th  and  15th  Streets  Passenger  Railway _ 

Philadelphia  City  Passenger  Railway.. _ 


Doylestown  and  Willow  Grove _ 

Union  Traction  _ I 

Philadelphia  and  Willow  Grove  Street  Railwayl 

Darby  and  Yeadon  Street  Railway _ 

Market  Street  Elevated  Passenger  Railway _ 

Darby,  Media  and  Chester _ I 

Market  Street  Elevated  Passenger  Railway _ 

Real  Estate  Holding  Co.  and  other  companies. 


Total  underlying  companies 


Philadelphia  Rapid  Transit  Company: 

United  States  Shipping  Board _ 

Total  Philadelphia  Rapid  Transit  Co. 


Total  P.  R.  T.  and  Underlying  Co.  bonds.— 
Amortization  of  discount  on  funded  debt. 


’roportion  of  total  cost 
plicable  to  investment _ 


of  purchased  power  ap 


Total  interest— P.  R.  T.  and  Underlying  Co. 


4%  first  mortgage  bonds 
3%%  first  mortgage  bonds 
3 Vz'/v  first  mortgage  bonds 
5%  consolidated  mortgage  bonds 
3%%  consolidated  mortgage  bond; 
4%  first  mortgage  bonds 
4%  bonds  (West  End) 

3%%  first  mortgage  bonds 
5%  first  mortgage  bonds 
4%  first  mortgage  bonds 
:4Y2%  bonds  (Lomb.  and  South) 

4 %  first  mortgage  bonds 
4</0  second  mortgage  bonds 
4%  consolidated  mortgage  bonds 
4%  second  mortgage  bonds 
5%  second  mortgage  bonds 
4%  first  mortgage  bonds 
5 %  first  mortgage  bonds 
5%  first  mortgage  bonds 
5%  deben.  bonds 
4%  first  mortgage  bonds  , 

4%  collateral  mortgage  bonds 
4lk%  first  mortgage  bonds 
4lk%  first  mortgage  bonds 
4%  first  mortgage  bonds 
4\kc/o  first  mortgage  bonds 
5%  equipment  trust  Series  A 
Real  estate  mortgages  and  ground 
rents 


Real  estate  mortgage 
5%  collateral  trust  bonds 
5%  equipment  trust  Series  A 
5%  equipment  trust  Series  B 
5%  equipment  trust  Series  C 
5%  sinking  fund  bonds 
On  advance  for  construction 
equipment 


and 


(A)  Reported  interest  capitalized  at  5%. 

Passenger  Railway  Co., 


Approximate 
Date  of 
Issue 
(Original) 

Paid-in 
Investment 
Outstanding 
at  Dec. 

31,  1918 

Annual 

Interest 

Charge 

Per  Cent, 
on  Paid-in 
Amount 

1861 

$200,000 

$8,000 

1868 

36,000 

1 ,260 

1870 

200,000 

7,000 

1871 

1,050,500 

52,525 

1872 

199,500 

6,982 

1874 

219,000 

8,700 

1875 

132,100 

5,284 

1876 

246,000 

8,610 

1876 

100,0110 

5,000 

1879 

280,000 

11,200 

1881 

150,000 

5,252 

1881 

500, 000 

20,000 

1881 

285,000 

11,400 

1882 

246,000 

9,840 

1884 

250,000 

10,000 

IS86 

750,000 

37,500 

1887 

100,000 

4,000 

1890 

150,000 

7,500 

1894 

400,000 

20,000 

1895 

100,000 

5,000 

1900 

500,000 

20,000 

1902 

1,270,000 

51,220 

1904 

1,000,000 

45,000 

1904 

200,000 

9,000 

1905 

10,000,000 

400,000 

1906 

991,000 

44,595 

1911 

82,000 

4,500 

Various 

2,154,211 

121, 4S7 

$21,791,311 

$940,914  (B) 

4.32% 

1903-06 

$100,000 

$4,500 

1907 

4,704,000 

234,625 

1910 

300,000 

16,875 

1913 

0,275,000 

121 ,042 

1913 

1,063,000 

57,375 

1912-19 

8,098,000 

475,585 

- 

675,800  (A) 

33,789 

$17,205,800 

$943,791 

5.49% 

$38,997,111 

$1,884,705 

4.83% 

— 

$38,865 

$38,997,111 

$1,923,570 

4.93% 

- 

$170,486 

- 

$2, 094, 0.56(B) 

in  its  purchasel  ’is  ^ncldd^d°in^thC!s 'st^atenumt  ^untler 'stock  7n"  which ''form  'tha'actna?  re|?0-ts  °.f  Company  as  interest  on  stock  trust  certificates  is 
dividend  rentals  therefore  disagree  with  Company’s  published  reports,  although  KmfflXK4*'  T“e  t0tals  sho"u  l,ere  for  interest 
(C)  Not  included  in  total  as  this  Company’s  stock  is  all  owned  inter-company  and  no  rental  is  pa W 


issued 

and 
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o.  2 

iPID  TRANSIT  COMPANY  SYSTEM— DECEMBER  31.  1018. 


STOCKS 


Approxi¬ 
mate  Dates 
of  Formation 
or  Investment 

Amount  Paid 
in  on  Capital 
Stocks 

Amount  Paid 
in  on  Capital 
Stock  Owned 
Inter-Coin- 
pany 

Amount 
Paid  in  on 
Capital 
Stock  Owned 
by  Public 

Guaranteed 
Dividend 
on  Stock 
(Rentals) 

Per 

Cent,  of 
Amount  j 
Paid  in 

Company 
Income 
Dividend 
on  Stock 
Owned  | 
Inter-Corn 
pany 

I 

Net  Renta 

Per 

ent.  on 
?aid  in 
Stock 
Owned 
by 

Public 

aderlying  Companies: 

Frankford  and  Southwark  Phila¬ 
delphia  City  Passenger  Railway 
West  Philadelphia  Passenger  Ry. 
2d  and  3d  Sts.  Passenger  Ry— 

Citizens’  Passenger  Ry - 

Phila.  and  Gray's  Ferry  Pass 

Ry.  - — - 

Ridge  Ave.  Passenger  Ry - 

Germantown  Passenger  Ry - 

Green  and  Coates  Sts.  Pass.  Ry. 

Phila.  City  Passenger  Ry . 

13th  and  15th  Sts.  Passenger  Ry. 

1854 

1857 

1858 

1858 

1858 

1858 

1858 

1858 

1859 

1859 

$1,875,000 

750,000 

771,076 

192,500 

310,157 

420',  000 
572,860 
150,000 
475,000 
334,529 

$392,950 

4,’600 

4,050 

2,500 

$1,875,000 
357,050 
771 ,076 
192,500 

305,557 

420,000 

572,860 

150,000 

470,950 

332,029 

$675,000 

150.000 

254,448 

140,000 

49,552 

180,000 

157,500 

60,000 

1.50,000 

240,000 

36.0 

20.0 

33.0 

72.9 

16.0 

42.8 

27.5 
40.0 

31.6 

71.7 

$73,875 

36S 

579 

512 

$675,000 

76,125 

254,448 

140,000 

49,184 

180,000 

157,500 

60,000 

140,421' 

239,488 

17th  and  19th  Sts.  Passenger  Ry. 

1859 

250,000  (C) 

250,000  (C) 

- 

— 

— 

— 

Hestonville,  Mantua  and  Fair 
mount  P.  C.  Passenger  Ry.-- 

Union  Passenger  Ry.  —  - - 

Empire  Passenger  Railway - 

Continental  Passenger  Railway- 

People’s  Passenger  Railway - 

Philadelphia  and  Darby  Railway 
Lehigh  Avenue  Passenger  Ry.— 
Philadelphia  Traction  Co.  —  ---- 
Fairmount  Park  and  Hadding 

ton  Railway - 

Electric  Traction  Co - 

People’s  Traction  Co - 

Union  Traction  Co - 

Darby,  Media  and  Chester  Ry.- 

laintenance,  organization  and  regu¬ 
lation  of  stock  and  trustees,  etc.- 

otal  rentals  - 

1859 

1864 

1869 

1S73 

1873 

1881 

1886 

1S83-93 

1892 

1893 

1893 

1895-98 

1906 

$833,280 

925,000 

600,000 

580,000 

924.056(B) 

200,000 

600,000 

20,000,000 

300,000 

8,297,920 

6,000,000 

10,500,000 

850,000 

$507,580 

302,300 

690,000 

1,450 

35,250 

690,000 

700 

1,830 

13,195 

$325,700 

622,700 

580,000 

922,606 

164,750 

20,009,000 

300,000 

8,297.220 

5,998,170 

10,486,805 

850,000 

$110,678 

285,009 

36 ,000 
120,000 

220, 593KB) 
8.009 
60,000 
1,600,000 

18,000 

581,438 

608,000 

1.800,000 

42,500 

13.3 

30.8 

6  0 
20.7 
24.2 
4.0 
10.0 
8.0 

6.0 

7.0 

10.1 

17.1 

5.0 

$84,928- 

53,991 

36,000 

1,207 

60,000 

49 

184 

2,262 

$25,750 

231,009 

120,000 

220,593 

6,793 

1,600,000 

18,000 

581,389 

607, S16 
1,797,738 
42,000 

$56,461,378 

$2,466,405 

$53,994,973 

$7,546,709  (B) 

13.37 

$313,955 

$7,232,754  (B) 

13.40 

_ 

_ 

— 

$39,275 

— 

—  . 

$39,275 

- 

$56,461,378 

$2,466,405 

$53,994,973 

$7,585,984  (B) 

13.44 

$313,955 

$7,272,029  (B) 

13.47 

biladelphia  Rapid  Transit  stock _ 

1902-08 

$29,991,660 

— 

$29,991,660 

$1,499,290 

5.0 

— 

$1,499,290 

5.00 

otal.  including  P.  R.  T.  stock  and 
dividend  _ 

$86,453,038 

$2,466,405 

$83,986,633 

$9,0S5,274 

10.51 

$313,955 

$8,771,319 

10.44 

SUMMARY— INVESTMENT  AND  CHARGES— DECEMBER  31,  1918 


Money  Invested 

Interest  and  Rental 

Average  Return  Per  Cent. 

$38,997,111 

56,461,378 

$1,923,570 

7,585,9S4 

4.93 

13.44 

Stocks  of  leased  companies  -  - 

apital  stock — P.  R.  T.  Co...  - - - 

$95,458,489 

29,991,660 

$9,509,554 

1,499,290 

9.96 

5.00 

Total  capitalization  incorporated  P.  R.  T.  stock - - 

$125,450,149 

$11,008,844 

8.78 

$170,486 

120,000 

Sinking  Fund— City  contract  - 

Total  fixed  charge  exclusive  of  P.  R.  T.  stock - 

— 

$9,800,040 

— 

$11,299,330 
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little  of  the  live  or  active  capital  is  older  than  1893,  and  as  a  considerable  part  of  the  early 
electric  equipment  has  been  discarded,  it  is  safe  to  assume  that  if  the  $15,000,000  cost  of 
paving  be  deducted,  the  active  capital  used  in  the  business  does  not  exceed  $80,000,000  out 
of  $125,000,000  that  has  been  actually  paid  in  for  capital  purposes. 

Including  the  $30,000,000  of  stock  of  the  Philadelphia  Rapid  Transit  Company,  these 
$80,000,000  may  be  assumed  to  be  divided  approximately  as  follows: 


Stock,  Philadelphia  Rapid  Transit  Company . - .  $30,000,000 

Underlying  stocks  .  15,000,000 

Bonds  (1902  to  date) . . .  35,000,000 


Total  .  $80,000,000 


On  this  basis  $45,000,000  of  the  cash  paid  in  for  developing  the  business  is  now  inactive, 
hence,  the  rental  paid  for  active  money  is  more  excessive  than  what  appears  from  a  casual 
inspection  of  Table  No.  3.  This  is  easily  shown  by  a  restatement  of  Table  No.  3  and  apply¬ 
ing  the  total  rental  to  the  active  money. 


TABLE  No.  4 


Interest  or  Rental  or  Dividend 

Amount 

Rate  of 
Return 
(Per  Cent.) 

P.  R.  T.  Company’s  stock  - 

$30,000,000 

$1,500,000 

5% 

Bonds  _ 

35,000,000 

1,750,000 

5% 

Proportion  of  underiving  stocks  (active) 

Proportion  of  underlying  stocks  and  bonds  (in 

15,000,000 

7,750,000 

51% 

active) 

45,000,000 

— 

— 

Totals 

$125,000,000 

$11,000,000 

8.8% 

The  business  is  thus  paying  an  exorbitant  charge  for  the  active  part  of  its  capital  which 
is  represented  by  the  stocks  of  underlying  companies. 

For  the  purpose  of  comparing  the  capitalization  of  companies,  it  is  customary  to  use  an 
arbitrary  basis  detennined  by  capitalizing  the  fixed  charges  at  such  a  rate  that  the  business 
should  be  able  to  secure  adequate  funds  for  its  support  and  development.  On  this  basis  the 
capitalization  of  the  Philadelphia  Rapid  Transit  Company  may  be  assumed  at  approxi¬ 
mately  $200,000,000  and  the  difference  between  the  $200,000,000  and  the  $125,000,000  may 
be  called  overcapitalization,  as  it  indicates  that  an  excessive  and  inordinate  amount  of  capi¬ 
tal  is  used  in  the  business,  or  that  the  rates  paid  for  capital  are  excessively  high.  In  either 
case  the  result  is  the  same.  It  means  that  the  business  is  supporting  or  paying  more  for 
capital  than  would  be  proper  for  a  business  of  this  size  and  importance  to  the  community 
that  has  been  conservatively  financed. 

It  should  be  noted  that  the  largest  item  of  the  capital  charges  is  the  dividend  payments 
to  the  stockholders  of  the  underlying  companies  for  the  use  of  their  franchises  and  property. 
This  item  amounts  to  $7,585,984  per  year,  or  nearly  70  per  cent,  of  the  Philadelphia  Rapid 
Transit  Company’s  entire  capital  charges  (including  Philadelphia  Rapid  Transit  dividend). 
As  the  actual  investment  upon  wfficli  these  rentals  are  paid  was  made  between  the  years 
1854  and  1898,  it  can  be  readily  understood  that  practically  none  of  the  real  property  repre- 


38 


sentecl  can  still  be  in  existence  and  that  in  reality  these  huge  rentals  are  paid  for  the  use  of 
the  franchise  alone. 

About  $35,000,000  of  bonds  and  the  $30,000,000  Philadelphia  Rapid  Transit  Company 
stock  represent  virtually  all  of  the  active  capital  except  a  small  amount  of  car  barn  real 
estate.  Including  a  5  per  cent,  dividend  for  the  Philadelphia  Rapid  Transit  stock  these 
securities  require  an  annual  outlay  of  less  than  $3,500,000 — -only  30  per  cent,  of  the  actual 
capital  charges  of  the  Company. 

The  remainder  of  the  Company’s  fixed  charges,  amounting  to  over  $7,000,000  a  year  rep¬ 
resents  little  or  no  used  and  useful  property,  but  is  an  annual  amount  exacted  by  the 
stockholders  of  the  constituent  companies  as  payment  for  the  franchise  privileges  bestowed 
upon  them  by  the  City.  All  they  contribute  to  the  service  of  the  public  are  their  charters, 
franchises  and  leases — these  supply  no  propelling  current,  neither  do  they  relieve  the  over¬ 
loaded  car.  They  are  not  transit  facilities,  only  paper  and  ink ;  yet  their  annual  burden  upon 
the  cost  of  service  is  double  that  of  the  tangible  property  upon  which  the  community  is 
dependent  for  its  daily  transportation.  These  payments  for  the  use  of  the  City’s  streets 
and  for  property  that  no  longer  exists,  capitalized  at  6  per  cent,.,  produce  an  over-capitaliza¬ 
tion  of  nearly  $120,000,000.  They  cost  each  fare  passenger  in  1918  about  1.2  cents. 

The  figure  of  $125,000,000  represents  the  amount  of  cash  which  is  reported  to  have  been 
actually  invested  in  the  system,  but  does  not  correspond  to  the  capitalization  on  which  a  fair 
return  is  paid.  To  determine  the  capitalization  it  is  necessary  to  assign  a  fair  value  to  the 
bonds  and  underlying  stocks  upon  which  the  rentals  are  paid.  The  excess  of  the  capital¬ 
ization  so  obtained  over  the  paid-in  capitalization  is  set  forth  in  the  following  table : 


TABLE  No.  5 


Philadelphia  Rapid  Transit  Co.  stock,  par  value— 
Philadelphia  Rapid  Transit  Co.  bonds,  mortgages, 

etc.,  par  value _ 

Underlying  Companies’  funded  debt,  par  value _ 

Capitalization  of  dividends  paid  on  other  under¬ 
lying  securities  at  6% _ 


$30,000,000 

16,946,000 

57,050,000 

101,600,000 


Paeres  4,  5  and  6,  Phila¬ 
delphia  Rapid  Transit 
Company’s  Report  to 
Stockholders  for  1918. 


Total  capitalization _ 

Paid-in  capitalization  (Table  No.  2) 


$205,596,000 

125,461,000 


Over  capitalization _ 

I 


$80,135,000 


Besides  the  over-capitalization  shown  above,  there  is  a  large  amount  of  additional  over- 
capitalization  which  represents  superseded  property,  and  which  may  amount  to  more  than 
half  of  the  amount  shown  in  the  above  table. 

Upon  the  above  basis  the  fixed  charges  each  year  include  a  payment  of  about  $4,800,000 
upon  over-capitalization  or  “water”;  beside  which  they  include  a  return  upon  the  dead  capi¬ 
tal  or  that  which  no  longer  exists. 

In  explanation  of  the  $80,000,000  of  stage  money  in  the  Company’s  capitalization,  I  may 
state  that  this  is  simply  a  financial  scheme  or  expedient  or  device  to  exploit  the  Company’s 
speculative  possibilities  by  expanding  its  capitalization  on  paper  without  putting  real  money 
into  the  business,  e.  g.,  when  in  1895  the  financiers  deposited  the  $6,000,000  of  the  stock  of 
the  Peoples  Traction  Company  and  the  $8,297,000  of  the  stock  of  the  Electric  Traction  Com¬ 
pany  with  the  trustee  who  issued  against  these  stocks  $29,730,000  of  trust  certificates,  not 
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one  dollar  was  paid  in  as  actual  capital  for  the  business,  but  the  par  of  the  companies’  capi¬ 
talization  was  thereby  substantially  doubled. 

It  is  of  interest  to  note  at  this  time,  when  the  Company  refuses  to  pay  $600,000  a  year 
for  the  use  of  the  City’s  $11,000,000  modern  high-speed  railroad  to  Frankford,  that  this  year 
the  Company  has  actually  paid  $675,000  as  rental  to  the  Frankford  and  Southwark  Passenger 
Railway,  which,  away  back  in  1854,  to  serve  the  same  territory,  built  a  horse-car  line  at  the 
cost  of  $1,875,000.  Today  no  one  knows  the  whereabouts  of  the  venerable  mules — the  mo¬ 
tive  power  of  the  old  Frankford  and  Southwark  Ry.  They  have  long  since  passed  out;  but 
wherever  they  are  they  and  the  cars  they  dragged  through  the  streets  of  fifty  years  ago 
cost  the  Company  more  today  than  it  is  willing  to  pay — even  more  than  it  is  asked  to 
pay — for  the  City’s  $11,000,000  elevated  railway. 

The  Company’s  capitalization  now  concerns  and  embarrasses  the  City  because: 

1.  The  rentals  which  the  Philadelphia  Rapid  Transit  Company  is  forced  to  pay  for 
the  use  of  the  street  railway  franchises  are  excessive  and  cannot  be  supported  by 
the  present  fare.  They  stand  in  the  way  of  adequate  service  which  the  City  so 
badly  needs. 

2.  In  the  1907  Contract,  the  City  confirmed  fo  the  Company  and  its  subsidiaries  all 
of  the  rights  and  franchises  theretofore  granted  and  surrendered  and  agreed  not 
to  exercise  its  rights  in  respect  to  their  repeal  and  to  the  regulation  of  the  rail¬ 
ways  and  to  the  taking  over  of  the  property  of  the  street  railway  companies.  This 
amounted  to  a  practical  confirmation  of  the  exorbitant  rentals  paid  to  the  under¬ 
lying  franchise  holders. 

3.  The  Company  is  experiencing  serious  difficulty  to  pay  these  franchise  rentals  and 
to  meet  the  demands  of  the  public  for  adequate  service,  and  now  seeks  City  aid. 

As  stated  elsewhere,  the  value  of  franchises  disappears  under  Public  Service  Commission 
rate  regulation.  The  Commission’s  rule  allows  only  a  reasonable  return  on  the  property  used 
and  useful  in  the  service  of  the  public,,  and  recognizes  no  value  for  rate  making  in  a  fran¬ 
chise  to  use  the  public  highways  in  public  service.  It  is  the  knowledge  of  this  position  of 
the  Commission  as  to  franchises  and  the  consequent  fear  of  a  valuation  of  its  physical  property 
which  retards  the  Company  from  filing  an  increased  fare  schedule.  In  order  to  meet  its  capi¬ 
tal  charges  with  the  5-cent  fare  the  Company  is  curtailing  its  service  and  through  the  ordi¬ 
nances  now  before  you  is  seeking  the  financial  aid  of  the  City. 


COMPARISON  OF  SERVICE— PHILADELPHIA,  DETROIT  AND  CLEVELAND 

I  have  already  pointed  out  that  car  service  in  Philadelphia  has  not  kept  pace  with  the 
growth  of  traffic,  but  in  order  to  show  that  the  Company  has  not  treated  the  citizens  of  Phila¬ 
delphia  properly  in  the  matter  of  service,  I  have  compiled  a  table  showing  the  relationship 
between  the  car  mileage  and  passengers  carried  in  the  cities  of  Philadelphia,  Detroit  and 
Cleveland.  This  table  proves  clearly  my  contention  that  the  Company  is  able  to  maintain 
the  existing  schedule  of  fares  only  by  the  outrageous  crowding  of  cars  which  now  exists.  In 
Detroit,  between  1913  and  1918,  the  ratio  of  percentage  increase  in  car  riders  to  the  percent¬ 
age  increase  in  car  mileage  was  approximately  two  to  one.  In  both  Detroit  and  Cleveland 
there  was  some  attempt  to  increase  the  car  service  to  keep  pace  with  the  increase  in  traffic. 
In  Philadelphia  there  is  no  evidence  that  even  an  attempt  has  been  made  to  keep  the  crowd¬ 
ing  of  cars  within  reasonable  limits. 
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COMPARATIVE  STATISTICS 
PHILADELPHIA,  DETROIT  AND  CLEVELAND 
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I  have  chosen  Detroit  and  Cleveland  for  comparison  with  Philadelphia  because  statistics 
of  traffic  conditions  in  these  cities  were  recently  submitted  by  Mr.  Mitten  to  the  Federal  Elec¬ 
tric  Railways  Commission  in  explanation  of  the  Company’s  plan  of  management  and  those 
statistics  reveal  much  to  which  attention  was  not  then  called.  These  are  two  of  the  four 
cities  upon  the  average  of  whose  wage  scale  the  Philadelphia  wage  scale  is  based.  Detroit 
and  Cleveland  now  recognize  that  the  surface  cars  eau  no  longer  adequately  serve  the  busi¬ 
ness  sections  of  those  cities  and  are  therefore  contemplating  subw’ays  to  relieve  traffic  con¬ 
ditions. 


CAN  THE  EXISTING  SYSTEM  CARRY  ONE  BILLION  PASSENGERS 

IN  1920 

Mr.  Mitten  has  stated  before  these  Committees  that  he  expects  to  be  called  on  to  carry 
one  billion  passengers  during  the  year  1920.  It  is  therefore  pertinent  to  inquire  whether 
under  the  plans  which  he  has  outlined  the  present  system  can  carry  one  billion  passengers. 
Mr.  Mitten  has  admitted  that  the  850,000,000  passengers  to  be  carried  this  year  will  tax  the 
capacity  of  the  system  to  its  utmost.  To  carry  a  billion  passengers  means  an  increase  of 
150,000,000  passengers,  or  15  per  cent.  The  plans  which  he  presents  for  handling  this  traffic 
involve  the  following : 

1st — Rerouting  the  surface  lines. 

2d  —Redistribution  of  traffic  by  the  elimination  of  the  exchange  ticket. 

3d  — Increase  of  speed  in  certain  sections  of  the  City  due  to  regulation  of  street  traf¬ 
fic  by  the  City. 

4th — The  operation  of  the  Frankford  Elevated  Railway. 

The  present  Market  Street  Subway-Elevated  Line  carried  last  year  approximately  50,- 
000,000  revenue  passengers. 

As  it  is  estimated  that  the  Frankford  Elevated  Railway,  during  its  early  years  of  opera¬ 
tion,  will  carry  only  about  30,000,000  revenue  passengers  per  year,  and  as  it  cannot  possibly 
be  placed  in  operation  before  the  latter  part  of  the  coming  year,  the  greatest  relief  that  this 
line  can  afford  during  1920  will  be  to  carry  passengers  not  in  excess  of  15,000,000.  Of  an 
estimated  increase  of  150,000,000  passengers,  therefore,  135,000,000  must  certainly  be  trans¬ 
ported  by  the  cars  of  the  Company’s  system.  As  Mr.  Mitten  refers  to  the  anticipated  condi¬ 
tions  for  1919  as  “heart  breaking,”  it  is  difficult  to  see  how  he  cau  alleviate  those  condi¬ 
tions  and  carry  135,000,000  additional  next  year  by  the  expedients  which  he  has  proposed  to 
these  Committees.  Based  on  standards  of  operation  used  by  the  Company  in  1916  and  1917, 
the  Department  estimates  that  for  the  transportation  of  1,000,000,000  passengers  in  the  year 
1920,  the  Company  should  operate  approximately  700  more  surface  cars  than  it  now  operates 
and  an  increase  of  110  cars  on  the  Frankford  and  Market  Street  Elevated  Railways.  In  con¬ 
nection  with  this  estimate  that  700  more  surface  cars  should  be  operated  to  carry  the  estimated 
traffic  of  1,000,000,000  passengers  in  1920,  the  question  arises  as  to  whether  the  Company  could 
operate  700  more  cars  on  its  present  tracks  even  if  it  had  the  cars  to  operate.  Street  obser¬ 
vations  at  the  present  time  indicate  that  such  an  undertaking  would  be  practically  impossible. 
That  would  mean  an  increase  of  about  30  per  cent,  in  the  number  of  cars  operated  and  while 
the  tracks  in  the  outlying  districts  are  not  loaded  to  capacity  and  could  handle  readily  an 
increase  of  one-third,  the  tracks  in  the  business  section  are  now  loaded  to  a  point  where  it 
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appears  that  increasing  the  number  of  cars  will  not  increase  the  number  moved  through  the 
district  per  hour.  This  is  especially  true  on  such  lines  as  are  most  in  need  of  reinforcement 
or  relief.  We  are,  therefore,  compelled  to  admit  the  force  of  the  Company’s  argument  that 
more  surface  cars  in  the  business  section  will  not  relieve  the  situation,  and  the  Company 
should  agree  with  the  City’s  contention  that  the  only  relief  seemingly  possible  is  by  the  opera¬ 
tion  of  high-speed  facilities  either  above  or  below  the  surface.  The  capacity  of  the  surface 
lines  in  the  business  section  has  undoubtedly  been  reached  at  850,000,000. 

At  the  present  time  one  may  forecast  conditions  one  year  ahead  without  taking  great 
chances  of  error,  and  as  the  limit  in  the  size  of  car  possible  to  operate  in  Philadelphia  streets 
has  been  reached,  and  as  no  new  type  of  greater  capacity  now  seems  available,  and  as  the 
crowding  has  reached  limits  unparalleled  in  this  City.  The  capacity  of  850,000,000  seems  to 
be  close  to  the  limit  which  the  Company  can  handle  without  being  supplemented  by  the 
high-speed  system.  The  Company’s  existing  transportation  plant  has  reached  its  full  carry¬ 
ing  capacity.  It  is  like  a  factory  which  is  now  being  run  to  its  full  capacity  and  which  has 
more  business  in  sight  than  the  factory  can  take  or  handle.  The  plant  must  be  enlarged, 
but  the  lot  is  now  all  occupied  and  to  add  new  stories  above  or  below  means  a  reconstruction 
of  the  old  plant  from  the  foundations  up.  The  Company  having  rented  the  old  property  at  an 
exhorbitant  rental  has  no  financial  margin  with  which  to  finance  a  new  plant  which  the 
business  requires. 


THE  FINANCIAL  EFFECT  ON  THE  COMPANY  IF  TRAFFIC  REACHES 
ONE  BILLION  PASSENGERS  IN  1920 

As  just  stated,  the  Department  estimates  that  700  more  surface  cars  should  be  supplied 
and  operated  by  the  Company  to  care  for  the  overload  at  the  present  time  and  take  care  of 
the  increased  business  anticipated  for  next  year.  Assuming  that  it  will  be  physically  pos¬ 
sible  to  operate  these  cars  on  the  present  tracks,  and  that  they  will  carry  loads  in  proportion 
to  the  cars  now  operated,  an  estimate  has  been  prepared  based  on  traffic  conditions  in  1916 
and  1917,  showing  how  such  an  increase  in  service  would  affect  the  Company’s  net  income 
for  1920. 

To  furnish  these  cars  with  the  necessary  additional  power  and  other  appurtenances,  and 
without  allowing  for  the  construction  by  the  Company  of  any  additional  mileage  of  track, 
will  require  an  investment  of  about  $14,000,000,  which,  if  borrowed  at  7  per  cent.,  will  in¬ 
crease  the  Company’s  fixed  charges  in  the  amount  of  $1,000,000  per  year.  The  operation  of 
these  cars  would  add  perhaps  $5,000,000  per  year  to  the  Company’s  operating  expenses.  As 
the  increase  in  revenue  from  150,000,000  additional  passengers  will  probably  not  exceed 
$5,250,000  it  will  be  evident  that  the  increase  in  operating  expenses  of  $6,000,000,  which  must 
be  faced  in  order  to  meet  existing  and  anticipated  conditions  of  traffic  in  the  matter  of  sur¬ 
face  cars  alone  would  almost  wipe  out  the  Company’s  net  income.  Only  by  perpetuating  the 
‘‘heart  breaking”  conditions  will  the  Company  be  able  to  avoid  financial  disaster,  because 
everything  indicates  that  if  proper  service  were  provided,  proportional  to  the  traffic,  on  the 
present  schedule  of  fares,  that  the  greater  the  increase  in  business  the  worse  will  be  the 
financial  effect  on  the  Company. 
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UNBEARABLE  TRAFFIC  CONGESTION— IF  ONE  BILLION  PASSENGERS 
ARE  CARRIED  ON  COMPANY’S  PRESENT  FACILITIES 


It  is  contended  that  as  many  cars  as  possible  without  bringing  about  undue  congestion 
are  being  operated  in  the  central  business  district  during  the  rush-hour  period  of  the  day. 
If  th is  contention  be  substantially  correct,  what  are  the  Company’s  plans  for  caring  for  the 
big  increases  in  traffic  which  must  be  expected  during  the  coming  years?  How  does  the 
Company  propose  to  transport  next  year  the  1,000,000,000  riders,  which  Mr.  Mitten  looks  for¬ 
ward  to  being  called  upon  to  serve,  and  the  provisions  for  which  traffic  wants  these  Commit¬ 
tees  to  share  the  responsibility  with  him.  If  it  is  true  that  the  tracks  in  the  central  business 
district  are  now  being  operated  approximately  to  their  capacity,  with  the  cars  loaded  to  their 
very  limit,  Mr.  Mitten  must  expect  the  most  deplorable  overcrowding  of  cars  during  the  rush 
hours  next  year.  Mr.  Mitten  knows  that,  at  best,  the  Frankford  Elevated  can  be  operated 
only  a  few  months  during  next  year,  and  although  he  urges  the  importance  of  the  line,  his 
insistence  springs  from  self-interest  rather  than  interest  in  the  car  rider  because  he  can  Expect 
comparatively  little  relief  from  that  source.  Even  were  that  line  to  be  placed  in  operation 
on  July  .1st,  it  would  carry  only  about  one-tentli  of  the  Company’s  increased  business  over 
the  present  year.  The  other  nine-tenths  must  depend  upon  the  present  facilities  of  the  Com¬ 
pany. 

The  System,  during  the  year  1919,  will  carry  about  850,000,000  riders ;  and  the  Company 
looks  forward  to  carrying  1,000,000,000  riders  next  year,  of  which  perhaps  15,000,000  might 
be  transported  on  the  Frankford  Elevated,  leaving  985,000,000  to  be  cared  for  on  the  existing 
facilities  or  an  increase  of  135,000,000  (16  per  cent.)  over  1919. 

A  traffic  investigation  conducted  by  the  Department  in  October,  1919,  showed  that  the 
Company  was  operating  1,376  surface  cars  with  65,748  seats  out  of  the  central  business  dis¬ 
trict  during  the  maximum  evening  rush  hour  to  accommodate  110,146  passengers.  This  means 
that  for  every  seat  provided,  1.67  passengers  on  an  average  were  carried  which  was  25  per 
cent,  heavier  loading  than  in  1915.  It  must  be  remembered  also  that  these  figures  apply  to 
all  the  lines  operated  out  of  the  business  district  and  cover  a  full  hour.  On  those  lines  and 
during  the  portion  of  the  maximum  hour  that  show  the  most  concentrated  condition  of  con¬ 
gestion,  the  overloading  of  cars  is  deplorable.  Conditions  now,  because  of  the  approaching 
Christmas  season,  are  very  noticeably  worse  than  in  October.  It  is  beyond  reason  to  expect 
that  many  more  passengers  can  be  transported  during  the  rush  period  on  the  number  of 
cars  now  being  operated.  Cars  with  a  seating  capacity  of  50  and  less  are  being  loaded  with 
130  or  more  passengers,  to  a  point  where  it  is  impossible  to  hold  a  single  additional  passenger. 
This  loading  cannot  be  tolerated  for  it  imposes  hardships  and  indecencies  that  are  disgraceful 
and  degrading. 

If  the  traffic  on  the  Company’s  lines  increases  to  anywhere  near  1,000,000,000  riders  next 
year  the  number  of  passengers  to  be  carried  out  of  the  business  district  during  the  maximum 
rush  hour  on  a  normal  day  will  be  beyond  the  carrying  capacity  of  the  cars  which  the  Com¬ 
pany  now  operates. 

A  16  “per  cent,  increase  in  rush-hour  traffic  over  that  of  October,  1919,  would  require  the 
carrying  of  nearly  130,000  passengers  on  the  surface  cars  during  a  single  hour  or  an  average 
over  a  full  hour  of  about  95  passengers  on  every  car  of  every  surface  line  serving  the  busi¬ 
ness  district.  As  conditions  are  not  uniform  throughout  the  entire  maximum  hour  on  all  of 
the  lines,  the  density  of  traffic  at  peak  points  would  be  such  as  to  completely  demoralize 
operation. 
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As  an  example  of  this  concentration  on  one  of  the  heavier  lines  it  was  found  that  during  . 
a  period  of  half  an  hour  846  passengers  were  hauled  on  9  cars  with  an  aggregate  of  360  seats 
— an  average  of  94  passengers  per  40-seat  car  or  2.35  passengers  per  seat.  By  actual  count 
more  than  half  of  these  cars  which  contain  only  40  seats  and  whose  fair  load  should  be  about 
76  passengers,  were  carrying  100  or  more  passengers.  What  the  conditions  on  this  and  on 
similar  lines  will  be  a  year  hence  with  the  enormous  traffic  increase  expected  can  only  be 
imagined. 

On  Routes  No.  3  and  No.  4  (Frankford  routes)  in  the  fifteen  minutes  between  5.45  and 
6.00  P.  M.  (day  of  traffic  investigation  in  early  October)  1,570  passengers  were  carried  out 
of  the  central  business  district  in  15  cars  containing  780  seats— an  average  of  105  per  car 
and  2  per  seat.  The  count  showed  these  cars  to  be  carrying  loads  of  from  80  to  125 — two- 
thirds  of  the  cars  carrying  over  100  passengers.  A  fair  load  would  be  about  90  passengers. 
These  cars  simply  could  not  carry  the  16  per  cent,  increased  traffic  corresponding  to  1,000,- 
000,000  passengers  next  year. 

The  traffic  count  of  October  showed  that  on  the  seven  streets  where  overcrowding  of  cars 
was  particularly  noticeable,  16,703  passengers  were  carried  during  30  minutes  on  180  cars 
having  8,448  seats.  Two  passengers  on  an  average  were  thus  carried  on  these  lines  for  every 
seat  furnished.  This  comes  very  close  to  the  limit  to  which  cars  can  be  loaded  during  a  30- 
minute  period.  If  these  same  cars  are  called  upon  to  carry  16  per  cent,  more  riders  next 
year  the  result  would  be  about  as  shown  below : 
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As  it  is  impossible  to  load  uniformly  over  a  period  of  a  half  hour,  it  can  be  readily  seen 
that  it  will  be  impossible  to  care  for  the  rush  traffic  of  next  year  with  the  present  number 
of  cars  operated  and  if  no  more  can  be  operated,  particularly  on  the  streets  which  are  at 
present  congested,  there  can  be  no  other  conclusion  than  that  the  Company’s  surface  sys¬ 
tem  has  reached  its  capacity  and  must  be  liberally  supplemented  by  rapid  transit  lines.  The 
Company  has  reached  a  point  where  it  can  no  longer  get  along  without  the  City’s  rapid  tran¬ 
sit  system. 

THE  EFFECT  OF  THE  PUBLIC  SERVICE  COMPANY  LAW  ON  THE 

SITUATION 

Under  the  provisions  of  the  Public  Service  Company  Law  no  contract  between  public 
utility  corporations  and  municipalities  can  become  effective  without  the  approval  of  the 
Public  Service  Commission.  The  Commission  is  endowed  with  the  veto  power.  There  is 
no  provision  in  the  law  that  the  Commission  shall  be  a  party  to  or  shall  outline  the  terms 
of  such  contracts.  It  simply  sits  as  a  court,  hears  the  testimony  of  the  interested  parties  and 
renders  its  decision  upon  the  evidence  submitted.  The  results  of  Commission  regulation 
have  not  been  wholly  satisfactory.  Part  of  the  unsatisfactory  result  is  due  to  the  provisions 
of  the  law  itself,  and  part  to  the  administration  of  the  law. 

The  purpose  of  the  law  is  to  secure  justice  and  fair  treatment  as  between  the  public  and 
public  utility  companies;  to  protect  companies  from  unwarranted  competition,  and  to  see  that 
the  public  is  adequately  served  at  reasonable  rates.  In  theory,  the  law  recognizes  that  a 
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company,  chartered  to  render  service  in  a  particular  district,  is  entitled  to  “a  monopoly  of 
the  business  of  that  district;  and  the  Commission  was  formed  to  regulate  that  monopoly  in 
the  interest  of  the  public.  However,  the  law  provides  no  element  of  home  rule.  Every 
section  of  the  State  has  its  own  transit  problems,  which  are  purely  local  affairs  and  concern 
only  the  district  affected.  Although  it  is  a  State  prerogative  to  regulate  rates  and  service, 
I  believe  that  such  regulation  should  be  delegated  to  a  local  body.  This  plan  has  been  adopted 
in  New  York  City  and  is  now  recommended  by  Dr.  Lewis  for  Pennsylvania.  In  March  of 
1917  I  suggested  a  modification  of  the  Public  Service  Company  Law  along  these  lines,  out  of 
which  suggestion  grew  the  provision  for  the  Supervising  Board,  which  the  last  agreement 
between  the  City  and  the  Company  undertook  to  establish.  The  Pennsylvania  Commission 
probably  recognizes  the  local  character  of  these  matters  and  is  now  attempting  to  meet  the 
situation  by  assigning  the  hearing  of  local  cases  as  far  as  possible  to  the  members  of  the 
Commission  appointed  from  the  districts  affected. 

In  view  of  the  experience  in  Boston,  New  York  City,  Chicago  and  other  large  cities,  it  is 
exceedingly  doubtful  whether  satisfactory  relations  can  ever  be  established  between  the  City 
of  Philadelphia  and  the  Philadelphia  Rapid  Transit  Company  until  the  present  Public  Serv¬ 
ice  Company  Law  is  so  revised  as  to  provide  a  more  suitable  means  of  regulation  than  now 
exists. 


LIMITATIONS  OF  THE  COMPANY’S  MANAGEMENT 

It  is  now  nearly  a  year  since  Mr.  Mitten,  in  defending  the  “skip  stop,”  admitted  the 
inadequacy  of  the  Company’s  equipment  and  urged  that  the  “skip  stop”  be  retained  in  the 
interests  of  the  public  and  the  management.  Without  giving  any  evidence  of  having  increased 
facilities  in  the  meantime,  he  testified  before  the  Federal  Electric  Railways  Commission  in 
Washington  recently  that  Philadelphia  had  worked  out  a  solution  for  adequate  service  based 
on  “Honest  Dealing — Efficient  Management — Effective  Workers,”  and  submitted  data  in  sup¬ 
port  of  his  contention  which,  while  perhaps  showing  efficient  management  and  effective  work¬ 
ers,  does  not  show  adequate  service.  The  Company’s  management  undoubtedly  deserves 
great  credit  for  its  skillful  steering  between  the  Scylla  of  increased  fares  and  the  Charyb- 
dis  of  bankruptcy.  I  realize  the,  difficult  position  in  which  the  Company  is  placed  in  being 
compelled  to  meet  the  expectations  and  demands  of  its  stockholders,  its  employees  and  the  pub¬ 
lic — and  please  note  that  the  interest  of  the  public  is  placed  last.  Management,  however 
excellent,  has  its  limitations  and  the  present  management  seems  to  have  reached  the  limit, 
beyond  which  the  present  fares  cannot  be  much  further  stretched. 

In  order  to  provide  the  facilities  which  are  now  so  urgently  needed,  either  the  present 
fares  must  be  increased  or  the  demand  on  it  must  be  reduced  by  a  scaling  down  of  the  fixed 
charges.  That  is  not  a  question  of  management — it  is  a  question  of  finance.  The  matter  of 
management  is  not  the  controlling  factor  at  this  time.  Mr.  Mitten  asserts  that  the  three 
links  in  the  chain  of  service  are  “money,  management  and  men.”  He  emphasizes  manage¬ 
ment  and  men ;  while  in  reality  the  controlling  factor  at  the  present  time  is  money ;  primarily 
for  investment,  and,  as  a  consequence  thereof,  for  operating  expenses. 

A  growing  business  requires  new  money  constantly  for  its  expansion.  By  the  use  of  a 
small  amount  of  new  money  and  by  skillful  management  the  Company  has  since  1911  worked 
the  old  money  in  the  property  much  harder  than  formerly  and  has  made  it  produce  50  per 
cent,  more  transportation,  than  in  1911.  But  the  physical  limit  of  what  business  the  old  money 
can  carry  seems  to  have  been  reached  and  management  can  go  no  further  in  that  direction. 
New  money  is  imperatively  needed  and  at  once.  New  money  is  not  usually  hard  to  obtain 


4G 


if  it  is  shown  that  the  business  can  support  the  new  capital  properly  and  profitably.  There 
seems  to  be  but  four  possible  sources  from  which  support  for  this  new  money  can  come : 

1st — Increase  of  income  per  passenger  by  increase  of  fares. 

2d  — Direct  or  indirect  City  aid — as  the  Company  now  proposes. 

3d  — By  scaling  down  franchise  rentals  now  paid  to  subsidiary  companies,  thereby 
permitting  the  replacing  of  dead  money  with  active  money,  and, 

4th — Further  developments  in  efficiency  of  management. 

The  Company  regards  the  third  source,  which  is  most  in  the  interest  of  the  City  and  the 
Company,  as  impossible ;  it  dreads  the  first,  and  presents  the  second  as  the  easiest  and  most 
expedient  source — it  may  be  from  the  Company’s  viewpoint,  but  not  from  the  City’s.  As  any 
further  development  of  efficiency  of  management  to  the  end  that  the  car  loading  will  be  in¬ 
creased  will  scarcely  be  tolerated  by  the  public  for  any  considerable  length  of  time,  I  do  not 
regard  the  fourth  source  as  important.  The  first  three  sources  are  practically  independent  of 
the  management;  they  are  matters  to  be  dealt  with  in  revising  the  Company’s  franchise. 


WHAT  IS  THE  COST  OF  TRANSPORTING  A  PASSENGER  IN 

PHILADELPHIA? 

At  the  last  meeting  the  question  was  asked  as  to  what  it  actually  costs  the  Company 
to  carry  a  passenger  in  Philadelphia.  In  order  to  answer  that  question  I  present  herewith 
Diagram  No.  126,  showing  that  based  on  the  Company’s  figures  for  the  first  six  months  of 
this  year,  the  operating  cost,  including  taxes,  is  3.62  cents  per  revenue  passenger  and  the 
fixed  charges  1.50  cents,  making  the  total  cost  5.12  cents  per  revenue  passenger.  If  the  Com¬ 
pany’s  gross  revenue  for  the  period  be  divided  by  the  number  of  revenue  passengers,  it  will 
be  found  to  equal  5.39  cents  per  revenue  passenger.  The  surplus  available  for  dividends, 
support  of  new  capital,  reserves,  etc.,  thus  amounts  to  only  0.27  cent  per  revenue  passen¬ 
ger, — an  amount  entirely  too  small  for  the  purpose. 

The  mere  fact  that  the  cost  of  service  at  the  present  time  is  over  5  cents  per  revenue 
journey  shows  that  on  a  free  transfer  basis  the  'flat  5-cent  fare  would  not  alone  meet  the  cost 
to  the  Company.  The  Company’s  5-cent  fare  earnings  are  now  supplemented  by  the  sale  of 
3-cent  exchange  tickets,  the  revenue  from  freight,  express,  milk,  advertising,  etc.,  and  income 
from  other  sources,  and  at  present  the  Company’s  dividends  are  derived  from  sources  entirely 
outside  its  revenue  from  the  5-cent  fare.  The  average  fare  on  the  Company’s  system  during 
the  first  six  months  of  this  year  was  5.23  cents  per  revenue  passenger;  the  excess  over  5 
cents  being  due  to  the  use  of  exchange  tickets.  Diagram  No.  126  shows  that  since  1910 
(except  in  1916  and  1917)  the  average  cost  of  carrying  revenue  passengers  has  exceeded  5 
cents.  The  diagram  also  shows  that  the  low  point  in  operating  expenses  and  taxes  was  in 
1916,  and  that  there  has  been  a  rapid  increase  in  that  item  of  cost  per  passenger  since  that 
time.  The  fixed  charges  have  dropped  from  1.92  cents  to  1.50  cents  per  passenger  since  1916 
because  very  little  new  capital  has  been  employed  and  because  the  “fixed  charge’’  on  ear¬ 
lier  capital  is  a  fixed  sum,  the  aggregate  amount  of  which  has  not  changed  appreciably  in 
recent  years.  As  the  number  of  passengers  carried  has  increased  nearly  30  per  cent,  during 
this  period,  the  fixed  charges  per  passenger  have  naturally  come  down  proportionately.  Had 
the  ratio  of  fixed  charges  to  operating  expenses  remained  what  it  was  in  1916  the  cost  per 
passenger  would  now  be  5.54  cents  and  the  Company  would  be  showing  a  deficit  in  place  of 
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a  surplus.  This  diagram  also  shows  that  the  margin  of  revenue  above  the  actual  cost  of 
service  is  very  meagre  at  the  present  time. 

I  would  also  point  out  to  these  Committees  that  during  the  last  six  months  the  item 
of  maintenance  and  renewals  has  taken  a  sudden  drop.  I  have  always  maintained  that  the 
Company ’s  allowance  for  this  item  has  been  insufficient  and  these  Committees  can  judge  for 
themselves  whether  the  surplus  now  being  shown  is  real  or  only  apparent. 


DISTRIBUTION  OF  PHILADELPHIA  RAPID  TRANSIT  INCOME  PER 

REVENUE  JOURNEY 

Having  in  mind  the  Philadelphia  Rapid  Transit  Company’s  extensive  advertising  of  the 
accomplishments  of  the  present  management  in  the  matter  of  operating  their  system  on  a 
5-cent  fare,  and  their  comparisons  of  present  earning  capacity  with  that  existing  under  the 
former  management,  an  analysis  of  their  income  account  is  pertinent. 

The  distribution  of  the  Company’s  income  per  revenue  journey  is  shown  on  Diagram 
No.  126  for  the  years  1910  to  1918  inclusive,  and  also  for  the  six  months  ended  June  30,  1919. 
The  basic  fare  during  the  entire  period  has  been  constant  and  it  will  be  noted  that  the  gross 
revenue  per  revenue  journey  has  varied  only  slightly.  The  operating  expenses  and  taxes 
per  revenue  journey  were  gradually  reduced  in  the  years  from  1912  to  1916  inclusive,  after 
which,  despite  the  Company’s  radical  economies  and  reductions  in  service,  they  have  con¬ 
stantly  risen.  The  other  main  item  comprising  the  cost  of  service — the  fixed  charges — 
shows  a  decided  tendency  to  diminish  for  the  whole  period  with  the  exception  of  1914  and 
1915.  It  is  this  reduction  in  fixed  charges  per  revenue  passenger  that  is  responsible  for  the 
surplus  of  the  Company  at  the  present  time. 

It  is  easy  to  see  the  influence  that  the  fixed  charges  have  had  in  blocking  needed  devel¬ 
opment  of  the  industry.  Fixed  costs,  so  called,  diminish  per  unit  of  output  as  production 
grows,  and  by  the  simple  expedient  of  “standing  still”  in  capitalization,  as  traffic  grows  it 
is  often  within  the  power  of  efficient  management  to  overcome  a  part  of  the  effect  of  a  fairly 
high  overhead  by  reducing  unit  operating  expenses. 

In  1910  the  total  fixed  charge  per  revenue  journey  (including  Union  Traction  Company 
rental)  amounted  to  2.46  cents.  In  1918  these  charges  had  decx*eased  to  1.76  cents  per  reve¬ 
nue  passenger.  If  the  fixed  charges  per  revenue  passenger  were  the  same  in  1918  as  in  1910 
the  total  cost  of  service  per  revenue  passenger  would  be : 


Operating  expenses  and  taxes . . .  3.45c 

Fixed  charges  . . . . .  2.46c 

Total  cost  of  service  . . .  5.91c 


Since  the  gross  revenue  per  revenue  journey  in  1918  was  5.37  cents  per  revenue  jour¬ 
ney,  the  Company  would  have  faced  an  operating  deficit  of  0.54  cent  instead  of  earning  a 
surplus  of  0.26  cent  as  shown  on  the  diagram.  With  the  same  fixed  charges  per  revenue 
journey  as  in  1910  the  Company  would  have  had  deficits  in  all  years,  the  smallest  of  which 
would  have  been  0.07  cent  per  revenue  journey  in  1916  and  the  largest  for  the  period  re¬ 
ported  would  have  been  for  the  six  months  ended  June  30,  1919,  when  the  total  cost  of  serv¬ 
ice  would  have  risen  to  6.08  cents  per  revenue  journey,  which,  with  a  gross  revenue  of  5.39 
cents,  would  have  resulted  in  a  deficit  of  0.69  cent,  almost  twice  as  great  per  revenue 
journey  as  the  actual  deficit  per  revenue  journey  in  1910. 
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These  comparisons  are  made  to  show  that  regardless  of  such  stringent  economies  in 
operating  expenses  as  are  now  in  force,  even  if  earned  beyond  the  point  of  stinting  the  serv¬ 
ice,  could  not  have  saved  the  Company  from  bankruptcy  under  the  existing  rate  of  fares  had 
the  capitalization  held  a  constant  relation  to  the  revenue. 

It  was  therefore  imperative  from  the  Company’s  viewpoint  that  the  fixed  charges  per 
revenue  journey  be  reduced,  which  is  to  say  that  as  the  capitalization  could  not  be  reduced 
by  the  Company  in  gross  amount  its  only  alternative  was  to  keep  the  amount  from  increasing 
and  wait  until  the  business  developed,  thereby  enlarging  the  divisor  and  automatically  re¬ 
ducing  the  quotient  or  the  fixed  charges  per  revenue  passenger. 

The  Company  therefore  adopted  a  policy  of  minimum  investment  in  new  facilities  and  ex¬ 
tensions  to  the  system.  The  Company  has  enjoyed  an  immense  increase  in  patronage,  es¬ 
pecially  in  the  last  few  years.  It  is  this  increase  in  business  which  has  reduced  the  fixed 
charges  per  revenue  journey  from  2.46  cents  in  1910  to  1.22  cents  in  the  first  six  months  of 
1919,  which  means  that  the  cost  of  service  today  is  carrying  for  this  period  only  one-half  as 
much  per  revenue  passenger  as  in  1910. 

The  credit  for  this  great  saving  in  cost  of  service  per  passenger  can  scarcely  be  claimed 
as  resulting  from  skillful  management,  but  is  rather  the  result  of  increased  patronage  of  a  sys¬ 
tem  which  has  not  been  extended  or  bettered  commensurate  with  the  needs  of  the  City ; — it  is 
the  result  of  the  complacency  of  the  Public  under  “heart-breaking”  conditions. 


THE  CITY’S  SYSTEM 

The  City’s  System,  as  planned  in  1913,  was  a  project  of  magnificent  proportions. 

The  very  boldness  and  scope  of  the  project  appealed  to  the  imagination  of  the  public  and 
the  advantages  claimed  to  be  secured  carried  the  public  off  its  feet,  with  the  result  that  the 
project  was  indorsed  at  the  polls  in  1916  by  a  large  majority. 

The  System  then  proposed  was  comprehensive  and  followed  the  precept  laid  down  by 
Daniel  H.  Burnham  as  a  guide  for  City  Planning  and  which  the  City  Parks  Association  has 
adopted  as  its  motto  : —  > 

“Make  no  little  plans :  they  have  no  magic  to  stir  men’s  blood  and  probably 
themselves  will  not  be  realized.  Make  big  plans:  aim  high  in  hope  and  work,  remem¬ 
bering  that  a  noble,  logical  diagram  once  recorded  will  never  die . ” 

The  chief  object  of  City  Planning,  however,  is  to  promote  the  orderly  growth  of  cities  and 
to  make  them  more  attractive  places  to  live  in.  To  assist  to  that  end  transit  facilities  are  a 
prime  requisite.  It  must  be  recognized  that  City  Planning  is  a  civic  affair  having  altruistic 
motives,  while  transit  development  is  a  commercial  affair — a  private  business — which  must  be 
self-supporting  and  therefore  promoted  on  practical  lines.  The  public  was  assured,  when 
urged  to  build  the  Comprehensive  System  of  High-Speed  Lines  planned  in  1913,  that  the 
project  was  indispensable  in  the  planning  of  City  development  and  would  be-  practical  and 
self-supporting.  The  fact  that  the  plan  was  not  practical  and  would  not  be  self-supporting 
was  demonstrated  by  me  four  years  ago  and  a  modification  was  then  suggested.  The  Com¬ 
pany,  however,  refused  to  interest  itself  in  the  controversy  which  arose,  and  the  City 
adopted,  in  1913,  authorized,  in  1916,  and  appropriated  funds  towards  constructing  the  Sys¬ 
tem  upon  the  original  plan.  The  City  is  thus  tied  fast  at  the  present  time  to  a  plan,  the  im¬ 
practicability  of  which,  under  existing  conditions,  is  now  evident.  The  legislation  sought  by 
the  City,  permitting  a  referendum  on  that  System,  was  refused  by  the  last  Legislature  and 
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the  Company  again  gave  no  evidence  of  its  desire  to  co-operate  or  interest  itself  in  the  City’s 
attempt  to  work  out  a  practicable  solution  of  the  Transit  situation. 

The  City’s  action  in  deciding  to  construct  a  High-Speed  System  was  forced  by  the  inac¬ 
tion  on  the  part  of  the  Company  in  respect  to  furnishing  facilities  adequate  to  meet  the 
City’s  growth.  The  City  by  the  Contract  of  1907  had  confirmed  to  the  Company  its  mo¬ 
nopoly  to  render  transit  service  to  the  City  and  the  High-Speed  System  was  planned  and  au¬ 
thorized  by  the  City  on  the  assumption  and  with  the  full  expectation  that  the  Company 
would  co-operate  to  the  end  that  the  City’s  System  would  supplement  and  extend  the  facili¬ 
ties  of  the  Company,  and  that  a  unified  system  would  be  created  which  should  adequately 
serve  the  City.  That  such  was  the  idea  upon  which  the  City’s  participation  was  based  and 
undertaken  is  shown  by  the  following  quotation  from  page  12  of  the  original  report  of  the 
Transit  Commissioner,  issued  in  1913 : 

“The  Philadelphia  Rapid  Transit  Company  has  enjoyed  up  to  this  time  a  prac¬ 
tically  exclusive  franchise  in  Philadelphia.  Every  such  franchise  carries  with  it 
an  obligation,  namely,  that  its  facilities  be  operated  and  extended  as  may  be  neces¬ 
sary  and  reasonable  to  afford  adequate  and  proper  service  to  the  public.  Continued 
growth  of  the  City  is  dependent  upon  the  development  of  adequate  transit  facili¬ 
ties,  and  is  essential  to  the  welfare  of  the  Philadelphia  Rapid  Transit  Company.  It 
is  expected  that  the  management  of  that  Company  will  enter  into  the  forthcoming 
negotiations  in  a  fair,  broad-minded  and  progressive  spirit.” 

The  purpose  for  which  the  Company  was  organized  and  chartered  in  1902  warranted 
the  Transit  Commissioner  in  assuming  that  the  Company  would  in  every  way  assist  and 
co-operate  in  making  the  City’s  participation  practical  and  effective.  As  its  very  name  in¬ 
dicates,  the  purpose  for  which  the  Company  was  organized  in  1902  was  to  acquire  the  various 
rapid  transit  charters  and  franchises  for  subways,  elevated  railways  and  surface  feeder 
lines  which  had  been  granted  by  the  State  and  City  a  few  months  previously,  and  through 
these  charters  and  franchises  control  the  high-speed  development,  of  which  the  City  even  then 
stood  in  need.  I 

At  that  time  the  construction  of  high-speed  lines  was  recognized  as  essential  to  the  de¬ 
velopment  of  all  large  cities.  New  York  was  engaged  in  constructing  its  first  subway  in 
Broadway;  and  the  Philadelphia  Rapid  Transit  Company  decided  upon  the  construction  of 
the  Market  Street  Elevated  Railway  as  its  first  venture  into  the  field  of  high-speed  transpor¬ 
tation.  ( 

The  Company  had  intended  to  build  the  Frankford  Elevated  as  the  second  step  of  its 
high-speed  development,  but,  on  account  of  financial  embarrassment,  the  Company  allowed 
its  Frankford  franchise  to  lapse  and  all  development  stopped  with  the  completion  of  the 
Market  Street  Subway-Elevated  Line.  Recognizing  the  need  for  the  Frankford  Elevated,  ' 
the  City,  in  planning  its  system,  provided  that  this  line  should  be  the  first  constmcted,  and 
assuming  that  the  Company  would  co-operate  in  the  carrying  out  of  this  admittedly  necessary 
work,  the  City  proceeded  to  construct  this  line.  Now  that  this  first  line  is  approaching  com¬ 
pletion  Mr.  Mitten  presents  an  unacceptable  proposition  for  the  operation  of  this  single  line 
and  gives  as  the  reason  for  not  co-operating  with  the  City  in  the  general  plan  of  high-speed 
development,  the  statement: 

“The  City  Transit  Director  has  repeatedly  condemned  and  denounced  the 
City’s  authorized  High-Speed  System  as  extravagant  and  impractical.  *  *  *  With 
what  grace,  therefore,  can  the  Department  now  insist  that  the  Philadelphia  Rapid 
Transit  Company  commit  itself  to  future  plans  so  indefinite.” 
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Mr.  Mitten  by  this  statement  attempts  to  put  the  burden  for  the  existing  condition  of 
affairs  upon  the  City.  The  City’s  plans,  however,  are  not  indefinite.  The  City  has  adopted 
and  authorized  a  perfectly  definite  system  of  high-speed  lines,  and  moreover  has  appropri¬ 
ated  a  perfectly  definite  sum  of  money  to  initiate  work  upon  each  and  every  one  of  these  lines. 
Moreover,  the  Company  on  two  distinct  occasions  agreed  to  lease  and  operate  the  entire  au¬ 
thorized  system  if  and  when  constructed  and  such  additional  facilities  not  authorized  as 
might  be  furnished  by  the  City.  The  fact  that  the  City’s  System,  as  authorized,  is  consid¬ 
ered  extravagant  and  impracticable  under  present  economic  conditions,  does  not  relieve  the 
Philadelphia  Rapid  Transit  Company  from  its  responsibility  to  furnish  the  citizens  of  Phila¬ 
delphia  with  adequate  car  service.  This  means  high-speed  service. 

Mr.  Mitten  states  that  as  far  back  as  1913,  when  the  plans  were  first  discussed,  he  rec¬ 
ognized  that  the  City’s  System  was  not  feasible  on  the  basis  of  fares  which  then  formed  a 
part  of  the  plan.  Mr.  Mitten,  however,  was  quite  ready  to  agree  to  operate  this  extrava¬ 
gant  and  impractical  High-Speed  System  when  the  proposed  terms  of  operation  held  out  ample 
preferment  and  protection  to  his  own  low-speed  system.  One  is  led  to  believe  that  Mr.  Mit¬ 
ten  began  to  see  the  real  objectionableness  of  the  City’s  authorized  Highspeed  System  early 
in  the  present  year,  when  the  Public  Service  Commission  pointed  out  that  the  Company’s 
own  surface  system  is  also  somewhat  extravagant  and  that  the  Commission  could  not  be 
induced  to  overlook  or  shut  its  eyes  to  the  extravagant  overcapitalization  of  the  Company’s 
System  by  reason  of  the  Company’s  willingness  to  operate  the  City’s  High-Speed  System. 
There  is  no  record  of  any  suggestion  of  a  plan  of  development  which  he  considered  would 
be  feasible,  except  the  one  now  before  these  Committees.  This  proposal  does  not  show  the 
slightest  desire  to  co-operate  in  the  development  of  the  City’s  plans;  and  presents  no  hope 
for  the  future. 

In  1916  I  suggested  that  the  City’s  program  be  modified,  but  at  that  time  no  one  re¬ 
garded  the  program  as  impracticable  and  modification  was  assumed  to  have  been  proposed  in 
the  Company’s  interest. 

The  forthcoming  report  of  the  Department  for  the  current  year  (1919)  will  again  suggest 
a  further  plan  for  the  modification  of  the  City’s  System  upon  lines  which  I  regard  as  prac¬ 
ticable  and  feasible.  The  public  is  sensible  to  the  need  of  high-speed  transit,  but  with  ris¬ 
ing  taxes  will  insist  on  more  efficient  expenditure  of  public  funds  in  the  future.  The  days 
for  embarking  upon  magnificent  projects  financed  by  easy  money  and  accelerated  by  a  mis¬ 
conception  of  their  economic  position  are  over  if  I  mistake  not  the  temper  of  the  public. 


CONCLUSION 

The  results  of  six  years  of  negotiation  between  the  City  and  the  Company  should  prove 
to  these  Committees  that  the  City  and  the  Company  have  been  trying  to  accomplish  the  impos¬ 
sible,  viz.,  solve  an  economic  problem  by  doctoring  its  symptoms  and  ignoring  the  cause  of  the 
problem — “the  rights  of  vested  wrong.” 

The  Company,  seeing  the  fate  that  has  overtaken  other  companies,  seeks  to  protect  itself 
from  a  similar  catastrophe  by  enlisting  the  sympathy  of  the  public  and  securing  financial  aid 
from  the  City’s  Treasury.  The  proposals  now  before  these  Committees  form  an  attempt  to 
protect  the  Company  in  its  extortion  of  money  from  the  public  under  the  guise  of  payment  for 
service  rendered.  It  is  a  plan  to  transfer  the  extortion  from  the  car  rider  to  the  taxpayer, 
but  such  transfer  does  not  change  the  fact  that  it  is  extortion,  and  is  pi’acticed  on  the  public 
for  private  benefit.  The  fact  that  the  Company  has  practiced  such  extortion  for  many  years, 
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with  the  City’s  tacit  consent,  does  not  give  the  Company  any  vested  right  either  to  continue  it 
or  to  have  the  City  reimburse  it  for  its  loss  now  that  conditions  have  changed  and  the  public 
demands  that  such  money  shall  henceforth  be  used  to  pay  for  actual  service  which  is  seri¬ 
ously  needed. 

The  twin  conceptions  that  franchises  for  public  service  wei’e  private  property  having 
rights  without  obligations,  and  that  there  was  no  limit  to  the  capitalization  which  the  present 
schedule  of  fares  could  support,  are  directly  responsible  for  existing  transit  conditions.  Both 
are  now  known  to  be  misconceptions.  Franchises  are  now  recognized  to  carry  responsibili¬ 
ties  and  obligations  to  the  public,  and  the  Company’s  present  capitalization  has  made  the  ful¬ 
fillment  of  those  obligations  so  nearly  impossible  that  the  Company  turns  to  the  City’s  Treas¬ 
ury  for  aid.  As  has  been  the  Company’s  custom,  it  seeks  aid  from  outside  rather  than  from 
inside.  It  does  not  seek  charity  from  the  City  directly,  but  holds  up  the  car  rider  and  pleads 
eloquently  for  him.  The  Company  seeks  to  conceal  the  real  condition  of  its  affairs  and  to 
avoid  the  only  solution  possible  for  the  final  settlement  of  the  transit  situation,  i.  e.,  the  finan¬ 
cial  reorganization  of  the  Company  upon  lines  which  will  make  its  capitalization  such  as  the 
Public  Service  Commission  will  recognize  as  proper  and  provide  for  expansion  of  service  to 
meet  the  City’s  needs. 

The  opinion  which  Dr.  Lewis  has  submitted  to  these  Committees  substantiates  the  evi¬ 
dence  which  I  have  submitted  to  these  Committees  to  the  effect  that  these  ordinances  are  not 
in  the  public  interest,  and  his  recommendations,  while  varying  in  details,  do  not  vary  in  their 
effect.  He  presents  his  recommendations  in  the  positive  form ;  mine  are  presented  in  the  nega¬ 
tive  form.  Both  accomplish  the  same  result.  He  recommends  that  the  ordinances  should  be 
accepted,  provided  that  they  are  so  modified  as  to  be  practically  rewritten.  I  recommend  that 
the  ordinances  should  be  rejected  and  rewritten  ordinances  substituted. 

The  Company  may  think  that  the  transit  representatives  of  the  City  have  been  and  are 
unduly  severe  in  trying  to  secure  adequate  service  for  the  City,  but  the  truth  is  that  the  Com¬ 
pany  would  not  be  in  existence  today  were  it  not  for  the  consideration  which  has  been  shown 
it  in  recent  years  and  the  concessions  made  in  trying  to  avoid  the  disruption  of  the  unified 
system,  and  the  chaotic  conditions  which  other  cities  are  experiencing. 

I  want  to  impress  on  these  Committees  that  while  I  am  unalterably  opposed  to  ordinances 
of  the  type  proposed  by  the  Company,  no  one  is  more  interested  than  I  am  in  seeing  the  tran¬ 
sit  problem  of  the  City  settled  on  a  fair  and  equitable  basis,  and  an  arrangement  made  with 
the  Company  providing  for  prompt  operation  of  the  Frankford  Elevated  Railway.  Much  of 
the  difficulty  comes  from  considering  the  transit  situation  as  an  unsolvable  problem.  I  feel 
in  regard  to  this  matter  much  as  a  Methodist  bishop  recently  stated  in  regard  to  a  similar 
matter. 

“A  problem  is  a  puzzle  rooted  in  the  past  with  mazes  of  ignorance  and  preju¬ 
dice  hard  to  see  through,  but  a  program  has  in  it  hope  and  a  prophecy.  Problems 
have  to  do  with  theories;  programs  have  to  do  with  facts.  Let  us  face  the  facts  and 
we  shall  find  certain  conditions  to  be  corrected,  worked  out  and  lived  through.” 

Let  us  in  Philadelphia  first  outline  and  agree  upon  a  program  of  construction  and  service 
based  on  justice  to  .both  the  City  and  Company  and  adapted  to  the  economic  conditions  which 
now  must  govern. 

Having  determined  such  a  program  let  us  thus  formulate  an  operating  contract  for  such 
a  unified  system  and  a  lease  for  the  City’s  System  both  of  which  shall  be  primarily  in  the 
public  interest.  It  was  agreed  that  the  last  contract  was  ‘‘fair  alike  to  the  City  and  C'om- 
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pany”  as  the  ordinance  directed  it  should  be,  but  the  Public  Service  Commission  held  that 
the  paramount  interest  of  the  public  had  not  been  properly  safeguarded — that  the  contract 
subordinated  the  public  interest  to  the  Company’s  interest  and  therefore  the  Commission  re¬ 
fused  its  approval  of  that  contract. 

I  trust  these  Committees  will  see  that  the  Company’s  proposal  as  it  now  stands  is  impos¬ 
sible  and  that  a  complete  rewriting  is  the  only  solution  which  can  be  made  in  justice  to  the 
City,  the  Company  and  the  Public,  who  are  the  three  parties  who  must  be  considered;  and 
therefore  I  urge  that  these  ordinances  of  the  Company  be  reported  negatively. 


Respectfully  submitted, 
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ANALYSIS  OF  THE  ORDINANCES  AND  OPINION  THEREON 

BY  WILLIAM  DRAPER  LEWIS,  PH.  D. 


LETTER  OF  TRANSMITTAL 

Philadelphia,  November  20,  1919. 

Mr.  Joseph  P.  Gaffney, 

Chairman  of  the  Joint  Meeting  of  the  Committees  on  Finance  and 

Street  Railways  of  the  Select  and  Common  Councils  of  the  City  of  Philadelphia. 

Dear  Sir: — In  accordance  with  yonr  request  I  send  yon  the  result  of  my  examination 
of  the  proposed  Ordinance  authorizing  the  execution  of  a  lease  of  the  Frankford  Elevated  to 
the  Philadelphia  Rapid  Transit  Company  and  the  proposed  Ordinance  relating  to  the  aboli¬ 
tion  of  the  present  exchange  tickets  sold  by  the  Company. 

I  am  aware  that  the  City  and  the  Company  in  their  respective  views  of  the  subjects 
dealt  with  in  these  proposed  ordinances  are  apparently  far  apart;  but  I  also  know  that  the 
ability,  courage  and  hard  work  of  Director  Twining,  with  the  -  unswerving  support  of  the 
Mayor  and  the  co-operation  of  Councils,  coupled  with  the  willingness  of  the  Company  to 
come  more  than  half  way,  made  it  possible  for  the  City  and  the  Company  to  agree  on  a 
contract  which  took  care  of  the  question  of  fares  and  provided  for  the  operation  of  all  the 
City’s  High-speed  System.  I  have  strong  hope,  therefore,  that  a  way  out  can  be  found,  and 
I  trust  that  my  analysis  of  the  proposed  ordinances  and  the  suggestions  I  have  made  will 
tend  towards  the  attainment  of  that  much-to-be-desired  end. 

Very  sincerely  yours, 

(iSigned)  Wm.  Draper  Lewis. 


A.  PROPOSED  ORDINANCE  AUTHORIZING  THE  EXECUTION  OF  A  LEASE  OF  THE 
FRANKFORD  ELEVATED  TO  THE  PHILADELPHIA  RAPID  TRANSIT  COMPANY. 


I.  The  Terms  on  Which  the  Company  Proposes  to  Lease  the  Frankford  Elevated. 

(a)  The  City  agrees  to  complete  the  Frankford  Elevated,  including  the  connection 
with  the  Market  Street  Elevated-Subway,  and  furnish  all  rolling  stock,  electrical 
and  other  equipment  necessary  to  operate  the  line,  except  the  power-generating 

plant. 

(b)  The  Company  agrees  to 

(1)  Operate  the  line  as  part  of  its  system,  which  practically  means  as  part  of  its 
Market  Street  Elevated-Subway  Line. 

(2)  To  pay  the  City  One  Dollar  a  year  rental. 
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(3)  To  pay  the  City  the  surplus,  if  there  is  any  surplus,  resulting  from  the  opera¬ 
tion  of  the  Company’s  entire  system,  including  the  Frankford  Line  (the  Com¬ 
pany  first  paying  to  its  stockholders  a  dividend  of  5  per  cent,  cumulative  from 
July  1,  1920),  until  the  City  has  received  its  interest  and  sinking  fund  charges 
on  the  bonds  issued  to  build  the  Frankford  Elevated. 

(4)  To  pay  the  City  50  per  cent,  of  any  further  surplus  remaining,  if  there  is  any 
surplus,  after  the  Company’s  5  per  cent,  dividend  and  the  City's  interest  and 
sinking  fund  charges  are  paid. 

(c)  The  City  may  terminate  the  lease  at  any  time  on  giving  six  months’  notice,  other¬ 
wise  it  apparently  runs  on  indefinitely. 

The  most  important  features  of  this  proposal  are 

First — The  City’s  right  to  any  return  on  its  investment  of  $11,000,000  in  the  Frank¬ 
ford  Elevated  is  placed  after  the  right  of  the  Company’s  stockholders  to  receive  5  per 
cent,  on  their  investment.  Furthermore,  any  return  to  the  City  on  its  investment  is  en¬ 
tirely  dependent  on  the  financial  result  of  the  operations  of  the  Company. 

Second — Except  for  its  present  representation  on  the  Board  of  Directors  of  the  Phil¬ 
adelphia  Rapid  Transit  Company,  the  City  has  no  voice  as  to  the  service  to  be  rendered 
to  the  car  rider  on  a  line  built  by  public  money. 

Third — The  arrangement  as  far  as  the  City  is  concerned  is  legally  a  temporary  ar¬ 
rangement — the  City  may  take  back  its  property  at  any  time  on  giving  six  months’  notice. 

In  regard  to  the  proposition  as  a  whole  it  is  obvious  that  while  not  a  partnership  be¬ 
tween  the  City  and  the  Company  for  the  operation  of  the  Frankford  Line,  in  the  sense  that 
the  City  has  any  control  over  the  service  to  be  given  the  car  rider,  it  is  a  partnership  be¬ 
tween  the  Company  and  the  City  in  the  sense  that  the  City  has,  after  the  lease  is  made,  an 
interest,  though  a  postponed  interest,  in  the  profits  of  the  Company,  if  there  are  any. 

II.  Some  Defects  in  the  Proposal. 

In  regard  to  the  first  two  principal  features,  they  violate  two  fundamental  principles 
which,  if  possible,  should  regulate  any  contract  for  the  operation  of  a  public  utility  built  by 
the  public.  In  such  contracts  representatives  of  the  City  should  always  strive  to  obtain 
two  things : 

First — A  fixed  rental  equivalent  to  the  interest  and  sinking  fund  charges  on  the 
cost  of  construction,  or  a  share  in  the  profits  which  places  the  share  paid  to  the  munici¬ 
pality  on  account  of  its  investment  at  least  on  the  same  plane  as  the  share  paid  to  the 
stockholders  of  the  operating  company  on  account  of  their  investment. 

Second — Some  supervisory  control  of  the  municipality  over  the  service  rendered 
to  the  public  by  the  operating  company. 

The  proposal  violates  both  these  principles.  In  two  of  its  three  main  features  it  is  sim¬ 
ilar  to  the  terms  of  the  lease  for  the  entire  high-speed  system  planned  by  the  City  which  was 
submitted  by  the  Company  in  1917.  That  lease,  which  is  sometimes  referred  to  as  the  Taylor- 
Mitten  lease,  was  rejected  by  Councils  because  it  provided,  just  as  this  proposed  lease  pro¬ 
vides,  for  the  payment  of  the  Company’s  dividend  before  the  City  should  receive  any  re- 
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turn  on  its  investment,  and  because,  among  other  things,  it  did  not  provide  for  any  super¬ 
visory  control  by  the  City  over  the  service.  Furthermore,  after  the  rejection  of  the  Tay- 
lor-Mitten  lease,  a  contract  of  lease  was  entered  into  between  the  City  and  the  Company 
on  February  18,  1918,  for  the  operation  of  all  the  high-speed  lines  to  be  constructed  by  the 
City,  including  the  Frankford  Line.  This  lease,  which  is  referred  to  by  the  Company  in  its 
recent  publications  as  the  Lewis-Twining  lease,  placed  the  investment  of  the  stockholders 
and  the  investment  of  the  Company  on  the  same  plane.  If  the  stockholders  received  5  per 
cent,  on  their  stock,  the  City  would  have  received  5  per  cent,  on  its  investment.  In  this 
Lewis-Twining  lease  the  service  of  the  Company  was  placed  under  the  supervisory  control 
of  a  board  on  which  the  City  and  Company  were  equally  represented.  The  Public  Service 
Commission  refused  to  ratify  the  lease,  but  this  refusal  was  not  based  on  the  ground  that  the 
lease  was  unduly  oppressive  to  the  Company. 

III.  Importance  of  Placing  Frankford  Line  in  Operation.  Three  Principal  Facts  Affecting 
the  Problem. 

I  have  pointed  out  what  I  believe  to  be  the  radical  defects  of  the  Company’s  proposal. 
It  should  be  borne  in  mind,  however,  that  the  time  has  come  when  this  Frankford  Elevated 
should  be  completed  and  operated.  Is  there  then  any  practical  alternative  to  the  scheme 
of  giving  the  City  a  postponed  share  in  a  problematical  surplus?  To  answer  this  question 
it  is  necessary  to  call  attention  to  three  facts : 

First— It  is  not  practicable  to  operate  the  Frankford  Line  except  as  a  part  of  the 
Market  Street  Subway-Elevated. 

Director  Twining  has  suggested  that  as  a  last  resort  the  City  could  build  an  extension 
of  the  Frankford  Elevated  up  Arch  to  Eighth,  down  Eighth  to  Sansom,  and  west  on  Sansom 
to  Broad,  thus  bringing  the  rider  to  the  center  of  the  City.  But  while  this  is  possible  I  doubt 
its  practicability  even  as  a  last  resort.  The  expense  would  be  great,  the  line  could  not  be 
operated  at  a  profit,  and  the  patience  of  the  people  of  Frankford  would  be  tried  beyond 
endurance  by  the  inevitable  delay  involved. 

In  short,  the  Frankford  Line  was  planned  and  built  to  be  operated  in  connection  with 
the  Market  Street  Elevated-Subway;  it  can  only  be  usefully  so  operated  and  therefore  the 
Transit  Company  is  the  only  practicable  operator. 

Second — The  City  is  without  legal  power  to  compel  the  Company  to  operate  the 
Frankford  Line,  or  to  compel  the  Company  to  allow  the  City  or  an  independent  operator 
to  run  Frankford  elevated  cars  over  the  Market  Street  Subway-Elevated,  or  to  com¬ 
pel  the  Company  to  make  any  physical  connection  whatever  between  the  facilities  of  the 
Frankford  Elevated  and  the  facilities  of  the  Company. 

The  present  City  administration  made  a  strenuous  effort  to  have  the  Legislature  in  1917 
adopt  the  necessary  legislation  to  give  to  the  Public  Service  Commission  the  right  to  order 
the  Company  to  permit  on  fair  compensation  the  use  of  its  tracks  by  the  City,  or  any  inde¬ 
pendent  operator  operating  the  City’s  lines,  in  case  the  public  necessity  required  such  use, 
and  for  that  purpose  to  allow  the  necessary  physical  connections  to  be  made.  This  was  the 
object  of  the  famous  'Salus  Bill,  which  was  strenuously  opposed  by  the  Company.  After 
passing  the  Senate  it  was  finally  defeated  in  the  House.  In  the  absence  of  this  legislation, 
and  in  the  absence  of  any  financial  ability  on  the  part  of  the  City  to  buy  out  the  entire  sys¬ 
tem  operated  by  the  Company,  the  hands  of  the  City  are  tied.  When  a  line  like  the  Frank- 
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ford  Line  is  constructed,  which  can  only  be  operated  in  connection  with  the  Company’s  fa¬ 
cilities,  there  is  no  way  of  compelling  the  Company  to  operate  such  a  line  on  fair  terms  or 
on  any  terms.  It  must  be  operated,  if  it  is  operated  at  all,  on  terms  whether  fair  or  not, 
which  are  agreeable  to  the  Company.  The  Public  Service  Commission  may  disapprove  of 
any  contract  between  the  City  and  the  Company  which  under  all  of  the  circumstances  they 
believe  the  City  should  not  enter  into,  but  they  cannot  make  a  contract  and  force  the  Com¬ 
pany  to  accept  it. 

Third — If  the  Company  operates  the  Frankford  Elevated  to  Bridge  Street  (its 
present  northeastern  terminus)  on  a  basic  five-cent  fare,  it  will  not  receive  a  gross  reve¬ 
nue  sufficient  to  pay  the  cost  of  operation  of  the  line  and  the  interest  and  sinking  fund 
charges  on  the  bonds  issued  by  the  City  to  pay  for  its  construction. 

The  following  figures  show  the  correctness  of  this  statement.  They  have  been  fur¬ 
nished  me  by  the  Department  of  City  Transit. 

Cost,  per  passenger  for  the  operation  of  the  Frankford  Elevated  in  connection  with 
the  Market  Street  Subway-Elevated,  basic  fare  five  cents  with  free  transfers  to  and 


from  surface  lines. 

Cost  of  operation  and  taxes  .  3.5  cents 

Interest  and  sinking  fund  charges  on  cost  of  construction .  2.7  “ 


6.2  cents 

In  this  table  the  cost  is  based  on  the  amount  actually  expended  by  the  City  in  building 
the  Frankford  Elevated,  plus  present  prices  for  the  necessary  additional  construction  and 
equipment  and  present  prices  for  operating  costs. 

In  the  above  estimate  I  understand  that  the  Frankford  Line,  both  as  to  revenue  and 
number  of  passengers,  has  been  credited  with  fifty  per  centum  of  those  passengers  who 
will  use  in  one  continuous  trip  the  facilities  of  the  Frankford  Line  and  the  facilities  of  the 
Company  outside  the  delivery  district. 

To  avoid  misunderstanding  it  is  necessary  to  explain  the  apparent  discrepancy  between 
the  cost  per  passenger  as  given  above,  and  the  statement  of  Mr.  Mitten  in  reply  to  Director 
Twining ’s  Ninth  Question,  in  which  he  refers  to  the  fact  that  the  Director  “last  year  esti¬ 
mated  the  cost  per  passenger  as  74  cents.”  The  estimate  to  which  Mr.  Mitten  refers  is  the  cost 
per  passenger  for  operation  (including  interest  and  sinking  fund  charges)  under  prices  pre¬ 
vailing  last  year,  if  the  City  should  build  the  Chestnut  Street  Subway,  connect  it  with  the 
Frankford  Line,  and  operate  the  Frankford  Line  and  the  subway  as  one  independent  line. 
The  cost  per  passenger  would,  of  course,  bear  no  relation  to  the  cost  per  passenger  when 
the  Frankford  Line  is  operated  in  connection  with  the  Market  Street  Subway-Elevated. 

IV.  The  Company  Should  Pay  a  Fixed  Rent  Equivalent  to  the  Estimated  Operating 
Surplus. 

An  alternative  for  the  proposition  of  the  Company  in  regard  to  the  payments  to  be 
made  the  City  is  that  the  Company  pay  a  fixed  rental  equivalent  to  the  estimated  surplus 
from  the  operation  of  the  Frankford  Line  above  the  cost  of  operation.  While  the  Frankford 
Line  cannot  at  present  bn  a  five-cent  fare  yield  sufficient  to  pay  operating  expenses  and  the 
City’s  interest  and  sinking  fund  charges  on  the  bonds  issued  for  its  construction,  it  will  be 
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more  profitable — or  rather  less  of  a  financial  burden  than  any  other  of  the  City’s  high-speed 
lines  as  planned.  Unlike  some  of  the  other  lines,  it  will  earn  on  a  five-cent  fare  a  surplus 
above  the  cost  of  operation.  This  operating  surplus  will  at  present  equal  a  part  of  these 
charges.  The  Company  can  in  fairness,  therefore,  be  asked  to  pay  a  fixed  rental.  The  fig¬ 
ures  given  by  the  Transit  Department  show  that  the  cost  of  carrying  a  passenger  will  be 
3.5  cents.  There  is,  therefore,  a  surplus  above  this  cost  of  1.5  cents  per  passenger.  The 
estimates  are,  I  understand,  based  on  22,300,000  full  fares  credited  to  the  Frankford  Line 
for  the  first  year.  The  operating  surplus,  therefore,  for  the  first  year  as  estimated  will 
be  $335,000.  The  Company  should  at  least  be  asked  to  pay  a  fixed  rental  of  $335,000  for 
the  first  years  of  the  lease.  Director  Twining  has  suggested  that  the  Company  pay  a  fixed 
rental  equal  to  the  interest  and  sinking  fund  charges  on  the  City’s  investment.  There  may 
be  a  difference  of  opinion  as  to  the  amount  of  the  fixed  rental,  but  there  is  no  doubt  that  a 
rental  which  does  not  exceed  the  operating  surplus  is  fair  to  the  Company. 

My  first  suggestion,  therefore,  is  that  in  lieu  of  payments  to  the  City  provided  for  in 
the  Ordinance  as  drafted 

(a)  The  Company  pay  to  the  City  a  fixed  annual  rent  of  $335,000  for  the  first  two 
years,  and 

(b)  At  the  end  of  the  first  two  years  and  thereafter  at  the  end  of  each  sxxbsequent 
five-year  period,  the  amount  of  the  rent  be  readjusted  by  agreement  or  by  arbi¬ 
tration  on  the  principle  that  the  amount  paid  should  depend  on  the  operating 
surplus. 

V.  Reasons  for  Regarding  the  Payment  of  a  Fixed  Rent  as  Preferable  to  Giving  the  City 
a  Postponed  Share  in  Company’s  Surplus. 

My  reasons  for  believing  the  alternative  suggested  as  better  than  the  plan  proposed 
by  the  Company  may  be  summarized  as  follows: 

(a)  .Any  contract  of  lease  made  for  the  Frankford  Line  will  necessarily  form  a 
precedent  for  leases  for  the  operation  of  the  remainder  of  the  City’s  System; 
and  postponing  any  return  to  the  City  until  the  Company’s  stockholders  receive 
a  dividend  is  a  bad  precedent. 

The  City  will  spend  more  than  $100,000,000  in  the  construction  of  transit  facilities.  If 
there  is  any  other  practical  solution  of  the  operating  problem  the  City  should  not  admit  in 
the  first  contract  made  for  the  operation  of  one  of  these  lines  that  the  City’s  investment 
should  receive  consideration  only  after  the  stockholders  of  the  Company  are  paid  5  per 
cent,  on  their  $30,000,000.  Even  if  it  was  certain — which  it  is  not — that  the  City  would 
receive  more  money  under  the  arrangement  proposed  by  the  Company  than  it  would  receive 
if  the  Company  paid  a  fixed  rent  based  on  the  surplus  earnings  of  the  line  above  the  cost 
of  operation,  it  would  be  better  to  take  the  lower  present  return  rather  than  establish  a 
principle  unfair  to  the  City,  and  one  which  would  be  sure  to  embarrass  all  future  negotia¬ 
tions  between  the  City  and  the  Company  for  the  operation  of  the  rest  of  the  City’s  System. 

(b)  A  fixed  rent  removes  all  question  whether  the  money  paid  by  the  Company  can 
be  used  to  increase  the  City’s  Constitutional  borrowing  capacity. 

Even  under  recent  Constitutional  Amendments  increasing  the  borrowing  capacity  of  the 
City,  it  is  doubtful  if  the  City  has  sufficient  borrowing  capacity  to  build  the  City’s  high¬ 
speed  lines  as  planned,  or  any  complete  system  of  high-speed  lines. 
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Under  the  Constitution  the  City  cannot  borrow  more  than  an  amount  equivalent  to  10  per 
cent,  of  the  assessed  valuation  of  its  taxable  property.  Where,  however,  it  has  borrowed  to 
build  a. transit  facility  or  other  public  improvement  which  is  yielding  to  the  City  “an  an¬ 
nual  current  net  revenue,”  in  ascertaining  the  borrowing  capacity  there  is  excluded  from 
the  calculation  and  deducted  from  the  existing  indebtedness  so  much  of  the  City’s  debt  as 
has  been  incurred  for  such  public  improvements  yielding  “an  annual  current  net  revenue.” 

Thus,  if  the  City  receives  an  annual  rent  from  the  Frankford  Line  of  $335,000,  and  the 
average  rate  of  interest  and  sinking  fund  charges  on  City  bonds  for  the  construction  is  5|  per 
cent.,  the  borrowing  capacity  of  the  City  would  be  increased  by  $6,100,000.  On  the  other 
hand,  if,  under  the  contract  proposed  by  the  Company,  the  City  should  receive  in  one  year 
$500,000  as  its  share  in  the  surplus,  the  legal  question  would  at  once  arise :  Is  this  sum, 
which  will  be  more  or  less  the  following  year,  but  never  the  same,  and  never  paid  as  a  fixed 
legal  obligation,  unless  earned  as  the  result  of  operating  all  the  Company’s  own  system  as 
well  as  the  Frankford  Line,  “an  annual  current  net  revenue”  from  the  Frankford  Line, 
within  the  meaning  of  the  Constitutional  Amendment?  The  answer  to  this  question  is 
doubtful.  It  will  have  to  be  passed  upon  by  the  Supreme  Court.  If  this  was  a  lease  of 
all  the  City’s  high-speed  lines  it  would  not  be  practical  at  the  present  time  to  ask  the  Com¬ 
pany  to  pay  a  fixed  rental  at  all  commensurate  with  the  cost  of  construction.  It  would 
therefore  be  necessary,  as  in  the  Mitten-Taylor  lease  and  the  Lewis-Twining  lease,  to  run 
the  risk  of  an  advei’se  Court  decision  on  the  question.  But  in  the  case  of  the  Frankford  Line 
there  will  be  a  substantial  surplus  above  the  cost  of  operation  even  with  a  five-cent  fare, 
and  in  view  of  the  necessity  and  importance  of  increasing  the  City’s  borrowing  capacity,  it 
is  foolish  to  run  such  a  risk. 

(e)  The  plan  to  have  the  Company  pay  as  a  fixed  obligation  only  a  nominal  rental  of 
one  dollar  raises  a  serious  Constitutional  objection  which  threatens  the  validity  of 
the  entire  conti'act. 

The  Seventh  Section  of  Article  IX  of  the  State  Constitution  prohibits  the  General  As¬ 
sembly  axxthoriziixg  axxy  city  to  lend  its  credit  to  any  corporation. 

For  the  City  to  build  a  transit  facility  aixd  then  lease  it  at  a  fixed  rental  equivalent  to 
the  profit  from  its  operatioix  is  clearly  not  a  violation  of  this  provision.  Bxxt  a  plan  by 
which  the  City  borrows  money,  bxxilds  an  elevated  line  which  can  be  operated  on  a  profit 
above  the  cost  of  operation,  txxrns  the  line  over  to  a  coi'poration,  and  permits  all  the  gross 
revenue  from  the  line  to  go  iixto  the  coffers  of  the  corporation,  the  Company  paying  its  own 
stockholders  a  dividend  before  it  pays  anything  to  the  City,  may  be  a  loan  of  the  City’s 
credit  contrary  to  the  prohibition  of  the  Constitution.  The  Supreme  Coxxi’t  of  Ohio  has  de¬ 
cided,  under  an  almost  sinxilar  provision  in  the  Ohio  Constitxition,  that  such  a  contract  is  a 
loan  of  credit.  (See  State  vs.  Cincinnati  Street  Ry.  Co.  97  Ohio  283,  decided  in  1918.) 

Irrespective  of  my  opinion,  or  the  opinion  of  any  other  lawyer  on  this  disputed  ques¬ 
tion,  the  fact  remains,  that  as  proposed  by  the  Company  the  whole  conti’act  can,  and  un¬ 
doubtedly  will,  be  held  up  until  the  Supreme  Court  passes  on  the  question.  It  is  a  matter 
of  common  sense  to  avoid,  if  possible,  making  a  conti’act  the  validity  of  which  depends  on 
the  outcome  of  litigation.  What  the  people  need  is  not  a  lawsuit  but  some  lease  under  which 
the  Frankford  Line  can  be  operated  with  as  little  delay  as  possible. 
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VI.  The  Contract  Should  Contain  a  Clause  Reserving  to  the  City  a  Voice  in  the  Character  of 

the  Service  Given  to  the  Car  Rider  on  the  Frankford  Line. 

I  have  pointed  out  that  one  of  the  two  fundamental  principles  which  should  regulate  any 
contract  for  the  operation  of  a  municipally  constructed  transit  facility  is  that  the  munici¬ 
pality  should  retain  some  supervisional  control  over  the  service  to  be  rendered.  There  is 
no  apparent  reason  why  this  principle  should  not  receive  recognition  in  this  lease  of  the 
Frankford  Line.  The  Lewis-Twining  lease  provided  for  a  Supervisory  Board,  composed  of 
the  Director  of  City  Transit,  a  representative  appointed  by  the  Company,  and  a  chairman  ap¬ 
pointed  by  the  Mayor  and  the  President  of  the  Company.  This  Board  had  numerous  powers, 
among  which  was  the  power  to  pass  upon,  adopt  and  alter  rules  and  regulations  in  regard 
to  service.  The  Board’s  power  extended  to  the  entire  system  operated  by  the  Company,  and 
its  orders  were  to  be  obeyed  until  declared  unreasonable  by  the  Public  Service  Commission 
on  the  appeal  of  either  party.  A  contract  for  the  operation  of  the  Frankford  Line  needs  no 
such  elaborate  machinery.  But  it  should  contain  a  clause* vesting  in  the  Director  of  City 
Transit  and  the  Chief  Engineer  of  the  Company,  or  in  case  of  disagreement  in  a  third  per¬ 
son,  selected  by  them,  the  right  and  duty  to  make  suggestions  to  be  carried  out  by  the  Com¬ 
pany  until  disapproved  by  the  Public  Service  Commission,  those  suggestions  involving  ad¬ 
ditional  equipment  being  dependent  on  the  City’s  furnishing  the  equipment. 

The  Public  Service  Commission  has,  and  should  have,  the  ultimate  control  of  the  char¬ 
acter  of  the  service.  But  the  City  should  not  be  placed  in  the  position,  every  time  it  be¬ 
lieves  that  the  service  is  not  what  it  should  be,  of  being  obliged  to  begin,  or  urge  private  indi¬ 
viduals  or  associations  to  begin,  what  are  in  most  cases  long  and  expensive  proceedings  be¬ 
fore  the  Commission.  The  City’s  representative,  the  Director  of  Transit,  should  have  under 
the  lease  the  legal  right  to  sit  down  with  the  Chief  Engineer  of  the  Company  and  thresh  the 
matter  out.  And  the  two,  acting  together,  or  the  arbitrator  called  in  to  settle  their  differ¬ 
ences,  should  have  a  right  to  make  an  order  in  respect  to  service,  which  the  Company  would 
be  obliged  to  obey.  Such  an  order  would  be  prima  facie  reasonable;  either  party  should 
have  a  right  to  question  it  before  the  Public  Service  Commission,  but,  until  set  aside,  it  should 
be  obeyed. 

The  question  of  service  is  just  as  important,  if  not  more  important,  than  the  question  of 
fares.  As  Philadelphians  we  have  a  right  to  be  proud  of  the  very  considerable  operating 
efficiency,  under  adverse  traffic  conditions,  shown  by  the  Mitten-Stotesbury  management. 
But  we  must  remember  that  either  or  both  may  resign  at  any  time  all  connection  with  the 
Company’s  management,  leaving  the  Company  to  get  along  as  best  it  can  without  them.  A 
new  management  may  be  inefficient,  or  take  a  very  different  attitude  towards  the  Company’s 
employees  and  the  public  than  that  recently  taken  by  the  present  management. 

VII.  There  Should  Be  a  Clause  Limiting  the  Duration  of  the  Contract  to  a  Definite  Term 

Not  Exceeding  Fifty  Years. 

As  drawn,  the  proposed  lease  obligates  the  Company  to  operate  the  line  indefinitely 
should  the  City  not  exercise  its  option  to  take  back  its  property.  The  authority  to  lease  a 
line  built  by  the  City  is  derived  from  the  act  of  the  seventeenth  day  of  June,  1914.  The 
Third  Section  of  this  act  makes  it  lawful  for  the  City  to  lease  transit  facilities,  but  expressly 
provides  that  “No  such  lease,  license  or  operating  agreement  shall  be  for  any  longer  period 
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than  fifty  years.”  I  do  not  say  that  the  lease  as  drawn  does  violate  this  provision.  It  is 
a  matter  on  which  legal  opinions  might  differ.  But  a  definite  period  of  fifty  years  or  less 
should  be  inserted  in  order  to  avoid  the  contention,  at  any  future  time,  either  by  the  City  or 
the  Company,,  that  the  entire  contract  is  illegal. 

Of  course,  when  I  suggest  the  insertion  of  a  definite  term,  I  do  not  mean  to  suggest  that 
the  City  shall  not  have  the  option  to  terminate  the  contract  at  definite  periods,  or  at  any 
time,  on  reasonable  notice. 

VIII.  There  Should  Be  a  Clause  Maintaining  the  Five-Cent  Fare. 

Mr.  Mitten  has  expressly  stated,  in  answer  to  the  twenty-fifth  question  asked  him  by 
Director  Twining,  that  “The  Company’s  proposal  does  not  affect  the  basic  five-cent  fare.” 
The  matter,  however,  is  of  too  much  importance  to  be  left  to  inference.  In  the  Eighth 
Section  of  the  1907  Contract  there  is  an  express  provision  that  “rates  of  fare  may  be  changed 
from  time  to  time,  but  only  with  the  consent  of  both  parties  thereto.”  True,  since  the 
adoption  of  the  Public  Service  Company’s  Act,  the  Public  Service  Commission  has,  in  all 
probability,  the  right  to  increase  or  decrease  fares  without  the  consent  of  the  Company. 
But,  nevertheless,  whatever  advantage  the  City  may  have  under  the  Eighth  Section  of  the 
1907  Contract,  to  which  I  have  just  referred,  should  be  expressly  reserved. 

IX.  There  Should  Be  a  Clause  Providing  for  Free  Transfers  Between  the  Frankford  Line 

and  the  Surface  Lines. 

If  the  second  ordinance  relating  to  exchange  tickets  is  adopted  such  a  clause  may  be  an 
unnecessary  precaution ;  but  if  the  contract  of  lease  alone  is  adopted  the  provision  is  one  of 
great  importance.  I  understand  that  it  is  the  belief  of  the  Company’s  management  that  the 
Frankford  Line,  in  respect  to  transfers  to  and  from  the  surface  lines,  should  be  operated  on 
the  same  principle  as  the  Market  Street  Elevated;  namely,  that  free  transfers  to  and  from 
the  surface  lines  should  be  issued  at  all  points  of  crossing  and  contact,  except  where  the 
point  is  so  near  the  center  of  the  City  that  to  issue  a  free  transfer  would  crowd  the  high¬ 
speed  lines,  with  passengers  who  would  only  travel  a  short  distance  on  such  lines.  Applying 
this  perfectly  proper  principle  to  the  Frankford  Line,  free  transfers  should  only  be  issued 
at  points  of  crossing  some  distance  northeast  of  Front  and  Arch  Streeets.  The  exact  place, 
however,  at  which  free  transfers  should  begin,  and  the  requirement  that  free  transfers 
should  be  issued,  ought  to  be  expressly  dealt  with  in  the  lease  itself.  Furthermore,  it  should 
be  expressly  provided  that  any  modification  or  abolition  of  free  transfers  is  to  be  deemed  a 
change  of  fare  within  the  meaning  of  the  1907  Contract. 

X.  There  Should  Be  a  Clause  Providing  for  Continuous  Service  and  a  Single  Fare  on  the 

Market  Street  Subway-Elevated  and  the  Frankford  Line. 

This,  I  understand,  is  the  intention  of  the  Company.  The  present  management  has  no 
idea  of  making  passengers  on  the  Frankford  Line  change  cars  to  reach  a  point  on  the  Market 
Street  Subway-Elevated,  or  of  charging  two  fares  for  a  ride  from  a  point  on  one  to  a  point  on 
the  other  line.  They  intend  in  good  faith  and  doubtless  will  operate  the  Frankford  Line 
and  the  Market  Street  Subway-Elevated  as  one.  But  it  again  must  be  borne  in  mind  that  the 
present  management  may  change.  There  is  no  reason  why  an  express  provision  to  this  effect 
should  not  go  into  the  contract,  and  it  should  be  inserted. 
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XI.  There  Should  Be  a  Clause  Requiring  the  Company  to  Pay  for  All  Repairs  to  the  Facili¬ 

ties  of  the  Frankford  Line. 

From  the  lease  as  drafted  it  is  not  clear  whether  the  City  or  the  Company  would  be  re¬ 
quired  to  pay  for  such  repairs.  Director  Twining  has  suggested  that  the  Company  should 
also  pay  for  all  capital  additions  to  the  facilities  of  the  Frankford  Line.  At  any  rate,  there 
should  be  a  provision  obligating  the  Company  to  the  extent  I  have  indicated. 

XII.  General  Conclusions. 

Should  the  Company  accept  the  amendments  suggested  I  believe  the  ordinance  should 
be  adopted.  In  respect  to  the  principal  suggestion  that  a  fixed  rental  should  be  substituted 
for  a  postponed  share  in  the  profit,  in  view  of  the  amount  suggested,  it  is,  I  believe,  fair 
alike  to  the  City  and  the  Company.  It  gives  the  City  a  definite  return  on  its  investment 
equivalent  to  the  surplus  above  the  operating  cost  of  a  line  which  is  necessary  to  the  public 
and  which  the  Company  was  unable  to  build.  On  the  other  hand,  it  does  not  place  a  bur¬ 
den  on  the  Company  so  great  as  to  jeopardize  its  ability  to  earn  a  five  per  cent,  dividend  for 
its  stockholders. 


B.  PROPOSED  ORDINANCE  TO  AMEND  THE  1907  CONTRACT  BETWEEN  THE 
CITY  OF  PHILADELPHIA  AND  THE  PHILADELPHIA  RAPID  TRANSIT  COM¬ 
PANY. 

The  ordinance  relating  to  exchange  tickets  is  in  the  form  of  an  amendment  of  the  1907 
Contract  between  the  City  and  the  Company. 

I.  Terms  of  the  Proposal. 

(a)  The  Company  agrees 

(a)  To  abolish  the  exchange  ticket  throughout  the  limits  of  the  City  of  Philadelphia. 

(b)  To  substitute  at  every  exchange  ticket  point,  not  within  the  delivery  district  (a 
district  bounded  by  the  Delaware  River,  Cherry  Street,  Locust  Street  and  Seven¬ 
teenth  Street)  a  free  transfer. 

(b)  The  City  agrees  to  relieve  the  Company  from  the  following  annual  payments : 

(a)  The  tax  payable  to  the  City  upon  all  dividends  of  the  Company’s  leased  lines 
for  the  year  1919  and  for  each  subseqiient  year,  the  tax  amounting  to  $115,000 
annually. 

(b)  The  payment  to  the  City  required  by  the  tenth  paragraph  of  the  1907  Contract, 
amounting  at  present  to  $550,000  annually  and  which  will  amount  after  June 
30,  1927,  to  $600,000;  after  June  30,  1937,  to  $650,000,  and  after  June  30,  1917, 
to  $700,000. 

(c)  The  payment  to  the  Sinking  Fund  Commission  created  by  the  1907  Contract 
under  the  ninth  paragraph  of  that  contract,  amounting  at  present  to  $120,000 
annually,  and  which  will  amount  after  June  30,  1922,  to  $180,000;  after  June 
30,  1912,  to  $300,000  and  after  June  30,  1952,  to  $350,000. 

(d)  To  relieve  the  Company  of  the  above  payments  under  the  1907  Contract,  not 
from  the  date  the  proposed  Contract  is  made,  but  from  October  1st  of  this  year. 
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II.  Effect  on  City's  Revenue. 

Tt  will  be  noticed  that  the  Company  is  relieved  from  paying  the  tax  on  the  dividends  of 
its  leased  lines  for  the  year  1919  and  subsequent  years.  It  has  been  the  custom  of  the  Com¬ 
pany  to  pay  the  tax  accruing  during  one  calendar  year  on  or  about  the  30th  of  June  of  the 
succeeding  calendar  year.  The  Company  paid  last  June  the  tax  for  1918,  and  unless  its  pro¬ 
posal  is  accepted  will  pay  in  June,  1920,  $115,000  for  the  tax  accruing  in  1919. 

Payments  under  the  tenth  paragraph  are  available  for  the  current  expenses  of  the  City. 
These  payments  are  made  in  monthly  instalments  of  $45,833.33  upon  the  last  day  of  each 
month.  They  are  in  lieu  of  the  obligation  resting  on  the  Company  prior  to  the  1907  Contract, 
to  pave,  repave  and  repair  the  streets  occupied  by  its  surface  lines,  to  remove  snow  from  the 
streets  and  pay  license  fees  for  the  operation  of  its  cars. 

The  payments  made  by  the  Company  under  the  ninth  paragraph  of  the  1907  Contract  are 
also  made  monthly  and  amount  at  present  to  $10,000  each  month.  They  are  not  available  for 
the  current  expenses  of  the  City,  being  made  to  a  Sinking  Fund  Commission  composed  of  the 
Commissioner,  the  President  of  the  Board  of  Directors  of  City  Trusts  and  the  President  of  the 
Company  for  the  purpose  of  providing  a  fund  to  purchase  for  the  benefit  of  the  City  the  stock 
of  the  Company.  It  is  calculated  that  in  1957  the  fund  will  be  large  enough  to  purchase  the 
entire  capital  stock  of  the  Company  amounting  to  $30,000,000.  At  present  there  has  been 
accumulated  in  this  Sinking  Fund  approximately  $1,000,000.  Under  the  Company’s  proposal 
the  Sinking  Fund  Commission  is  abolished  and  the  Commissioners  directed  to  pay  the  money 
now  in  the  fund  into  the  City  Treasury.  If  this  is  done  the  money  would  be  at  once  available 
for  the  current  expenses  of  the  City. 

The  following  table  summarizes  the  effect  of  the  Company’s  proposal  on  the  City’s  revenue. 

Annual  Loss  to  City’s  Revenue  Available  for  Current  Expenses 


Tax  on  dividends  of  leased  lines .  $115,000 

Payments  under  tenth  paragraph  of  1907  Contract .  550,000 

Total  .  $665,000 


This  annual  loss  to  the  current  revenue  of  the  City  will  be  increased  in  1922  and  in  each 
succeeding  five  years  thereafter  by  about  $50,000.  For  the  first  year  the  loss  will  be  increased 
by  $137,500,  being  the  payments  for  October,  November  and  December  of  the  current  year 
made  by  the  Company  under  the  tenth  paragraph  of  the  1907  Contract.  On  the  other  hand, 
the  release  of  the  $1,000,000  now  in  the  Sinking  Fund  will  for  the  first  year  increase  the  rev¬ 
enue  of  the  City  available  for  current  expenses  by  that  amount,  making  the  net  increase  for 
the  first  year  approximately  $200,000.  But  this  gain  will  only  be  for  the  first  year  and  it 
mil  be  only  obtained  by  using  funds  that  have  been  accumulated  for  the  City’s  benefit  since 
1912. 

The  total  annual  loss  to  the  City  directly  and  through  the  cancellation  of  the  annual  pay¬ 
ments  to  the  Sinking  Fund  will  be  at  present  $785,000. 

III.  Effect  on  Company’s  Revenue. 

I  find  that  Mr.  Mitten  estimates  the  revenue  from  the  exchange  tickets  this  year  as  $1,600,- 
000.  According  to  Mr.  Mitten’s  answer  to  the  seventeenth,  eighteenth,  nineteenth  and  twenty- 
first  questions  of  Director  Twining,  40  per  cent,  of  this  $1,600,000  will  come  from  exchange 
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tickets  used  in  the  delivery  district.  If  the  Company’s  proposal  is  accepted  the  car  rider 
changing  cars  in  the  delivery  district  will  have  to  pay  two  fares.  The  Company  will  there¬ 
fore  receive  from  such  rider  ten  cents  instead  of,  as  at  present,  eight  cents.  The  effect  of  the 
Company’s  proposal  on  the  revenue  of  the  Company  depends  in  large  part  on  the  number  of 
riders  who  will  continue  to  exchange  in  the  delivery  district.  The  present  annual  exchange 
revenue  of  $1,600,000  represents  53,333,333  riders.  Forty  per  cent,  of  these,  or  21,333,333  riders 
now  exchange  in  the  delivery  district.  Director  Twining  believes  that  there  will  not  be  any 
appreciable  diminution  of  those  exchanging  in  the  delivery  district,  even  though  they  will  pay 
a  five-cent  fare  on  each  car  instead  of  riding  in  both  cars  on  an  exchange  ticket  for  eight  cents. 
If  the  Director  is  correct  the  profit  and  loss  to  the  Company,  should  the  City  accept  its  pro¬ 
posal,  would  be  as  follows : 

Loss 

60  per  cent,  of  $1,600,000 .  $960,000 

Gain 

Relief  from  payments  to  City  and  Sinking  Fund  Commission.  .$785,000 

Two-cent  additional  fare  for  21,333,333  riders  .  426,666 

-  $1,211,666 

Total  annual  net  gain  of  the  Company .  $251,666 

Mr.  Mitten  in  his  answer  to  the  questions  referred  to  says:  “Second fares  in  the  delivery 
district  will,  it  is  estimated,  approximate  $300,000  to  $400,000.”  On  reading  this  statement  I 
was  uncertain  whether  Mr.  Mitten  meant  that  the  additional  two  cents  charged  the  riders  who 
exchanged  in  the  delivery  district  would  net  the  Company  annually  $300,000  to  $400,000  or 
whether  the  second  fares  paid  in  the  delivery  district  by  the  riders  who  exchanged  in  that  dis¬ 
trict  would  net  the  Company  $300,000  to  $400,000.  On  inquiry  I  received  a  letter  from  the 
Company’s  attorneys  stating  that  the  second  possible  interpretation  of  Mr.  Mitten’s  answer 
represents  his  meaning.  Mr.  Mitten,  therefore,  estimates  that  only  one-third  of  the  present 
21,333,333  who  exchange  in  the  delivery  district,  or  7,111,111  riders  will  at  the  outset  continue 
to  exchange  within  the  delivery  district.  The  second  fares  received  from  such  riders  would 
amount  to  $355,555. 

If  Mr.  Mitten’s  estimate  is  correct,  the  effect  on  the  revenue  of  the  Company  would  be  as 
follows : 

Loss 

Exchange  tickets . $1,600,000 

Gain 

Relief  from  payments  to  City  and  Sinking  Fund  Commission.  .$785,000 

Second  fares  in  delivery  districts .  355,555 

-  $1,140,555 

Total  annual  net  loss  to  Company . $459,445 

In  respect  to  this  net  loss  Mr.  Mitten  says  in  further  answer  to  the  questions  already 
referred  to:  “The  remaining  amount  required  to  make  good  the  $1,600,000  of  exchange  rev¬ 
enue,  we  expect  to  gain  by  more  direct  operation  and  more  economical  distribution  of  traffic.” 
Under  Mr.  Mitten’s  estimate,  therefore,  the  Company  does  not  expect  to  lose  money  by  its  pro- 
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posal,  but  it  does  expect  to  make  up  an  apparent  loss  of  approximately  $450,000  annually  by 
more  “direct  operation  and  more  economical  distribution  of  traffic.” 

When  experts  disagree  it  is  not  easy  for  the  non-expert  to  decide  between  them.  From 
the  evidence  at  present  available  from  the  published  statements  of  the  Company  and  of  the 
Department  of  City  Transit,  1  believe  that  Director  Twining ’s  estimate  is  more  nearly  cor¬ 
rect  than  Mr.  Mitten’s.  That  the  plan  proposed  by  the  Company  will  result  in  some  diminu¬ 
tion  of  the  number  of  those  riders  who  exchange  in  the  delivery  district  1  think  is  probable, 
but  at  present  I  see  no  reason  to  believe  that  two  out  of  every  three  of  these  riders  will  there¬ 
after  exchange  outside  of  the  delivery  district.  Any  one  examining  a  map  of  the  City  will  see 
that  Director  Twining  is  substantially  right  in  his  statement  that  a  large  part  of  those  who 
now  exchange  in  the  delivery  district  do  so  because  they  practically  have  to  exchange  inside 
the  delivery  district  to  reach  their  destination.  For  instance,  if  a  person  in  North  Philadelphia, 
east  of  the  Schuylkill,  desires  to  go  to  a  point  in  West  Philadelphia,  it  may  be  in  some  cases 
possible  for  him  to  reach  his  destination  by  exchanging  south  of  the  delivery  district  and  reach¬ 
ing  the  point  he  is  going  to  by  a  car  passing  over  the  South  Street  Bridge,  or  by  first  going 
west  over  the  Gray’s  Ferry  Bridge  and  exchanging  to  a  south-bound  car  in  West  Philadelphia. 
But  in  the  great  majority  of  cases  today  this  would  be  either  impossible  or  most  inconvenient. 

The  number  of  riders  who  will  exchange  within  the  delivery  district  should  the  Company’s 
proposal  be  accepted,  will  depend  in  great  part  on  the  routing  of  the  Company’s  lines  and  the 
service  given  on  those  lines  running  east  and  west  just  north  and  south  of  the  delivery  district. 
To  show  a  loss  to  the  Company  which  would  have  to  be  made  up  “by  more  direct  operation,” 
fewer  than  1,630,000  riders  annually  as  compared  with  the  present  21,333,333  riders  annually 
would  have  to  change  cars  inside  of  the  delivery  district.  It  appears  to  me  from  the  evidence 
most  probable  that  at  least  this  number  of  riders  will  continue  to  exchange  in  the  delivery 
district;  that  the  Company  will  not  sustain  any  direct  loss  through  the  abolition  of  exchange 
tickets  under  the  plan  proposed,  and  may  make  an  indirect  gain  through  the  more  direct  opera¬ 
tion  and  more  economical  distribution  of  traffic  made  possible  by  the  abolition  of  the  exchange 
ticket. 

IV.  Effect  on  the  Amount  of  Fare  Paid  by  Car  Riders. 

This  also,  of  course,  depends  on  the  number  of  riders  who  will  continue  to  exchange  inside 
of  the  delivery  district  and  pay  ten  cents  instead  of  eight  cents  as  at  present.  If  Mr.  Mitten  is 
correct  in  his  estimate  of  a  two-thirds  falling  off  in  the  number  of  these  exchange  riders,  the 
car  rider  as  a  class  will  at  the  outset  gain  $1,244,445  annually.  On  the  other  hand,  if  Director 
Twining  is  correct  the  saving  to  the  car  rider  will  be  $433,335  annually.  As  before  stated,  I 
believe  that  the  Director  is  more  nearly  correct  than  Mr.  Mitten  and  that  the  car  riders  as  a 
class,  while  they  will  save  as  much  and  perhaps  somewhat  more  than  Dii’ector  Twining  esti¬ 
mates,  will  not  save  as  much  as  $785,000  annually,  the  amount  which  the  Company  is  relieved 
from'  paying  to  the  City  and  the  Sinking  Fund  Commission. 

V.  Fundamental  Propositions  Which  Should  Affect  Our  Judgment  on  the  Merits  of  the  Com¬ 

pany’s  Proposal.  i 

Having  set  forth  as  above  what  may  be  called  the  financial  effect  of  the  Company’s  pro¬ 
posal  on  the  City,  the  Company  and  the  car  rider,  I  desire  to  state  certain  propositions  which 
should  be  taken  into  consideration  by  any  one  trying  to  come  to  a  conclusion  in  respect  to 
the  desirability  of  the  City’s  acceptance  of  the  Company ’s  proposal. 
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(a)  The  abolition  of  the  present  eight-cent  exchange  tickets  and  the  substitution  of  free 
transfers  is  desirable. 

There  is  such  general  recognition  of  the  fact  that  the  system  of  exchange  tickets  now  in 
use  is  discriminatory  and  unfair  that  the  desirability  of  getting  rid  of  them  need  not  be 
dwelt  on. 

(b)  Traffic  and  operating  conditions  make  it  undesirable  to  substitute  free  transfers  for 
the  present  system  of  exchange  tickets  inside  the  delivery  district  until  the  Frank- 
ford  Line  is  in  operation. 

During  the  negotiations  culminating  in  the  Lewis-Twining  lease,  I  was  an  interested  lis¬ 
tener  at  discussions  between  the  Director  of  City  Transit  and  the  representatives  of  the  Com¬ 
pany  over  possible  plans  to  improve  traffic  conditions  in  the  center  of  the  City  and  the  effect 
of  the  abolition  of  exchange  tickets  in  the  delivery  district.  All  came  to  the  conclusion, 
which  was  embodied  in  the  contract  then  drawn,  that  to  give  free  transfers  in  the  delivery  dis¬ 
trict  would  produce  unbearable  overcrowding  which  could  not  be  overcome  by  any  effort 
on  the  Company’s  part.  After  the  Frankford  Line  was  put  in  operation,  however,  they 
thought  that  the  number  exchanging  within  the  delivery  district  would  be  sufficiently  re¬ 
duced  to  make  it  practicable  to  try  the  experiment  of  free  transfers. 

(c)  Any  payment  by  the  Company  to  the  City  must  ultimately  be  borne  by  the  car 
rider,  and  such  payments  should  not  amount  to  more  than  a  fair  rate  of  taxation 
on  the  property  of  the  Company. 

(d)  The  amount  now  paid  directly  to  the  City  by  the  Company,  namely  $665,000,  is 
probably  not  more  than  a  fair  tax  on  the  property  of  the  Company  and  is  there¬ 
fore  not  in  itself  unfair  to  the  car  rider. 

(e)  On  a  five-cent  fare  the  Company  cannot  abolish  the  present  exchange  tickets  and 
substitute  free  transfers  outside  of  the  delivery  district  and  pay  $875,000  annually 
to  the  City  and  the  Sinking  Fund  Commission,  without  seriously  jeopardizing  its 
ability  to  continue  to  pay  to  its  stockholders  a  dividend  of  5  per  cent. 

(f)  It  is  not  desirable  from  the  standpoint  of  the  interests  of  the  car  rider  to  deprive 
the  Company  of  its  ability  to  pay  its  present  dividend,  and  it  is  not  practicable 
to  get  the  Company  to  make  any  contract  which  would  prevent  its  earning  such 
dividend. 

On  the  financial  condition  of  the  Company  rests  its  ability  to  give  good  service.  By 
good  service  I  mean  not  only  its  ability  to  keep  its  present  facilities  up  to  a  high  standard  and 
operate  them  efficiently,  but  also  to  meet,  by  increasing  its  facilities,  the  growing  require¬ 
ments  of  an  increasing  population. 

(g)  It  is  unwise,  in  any  contract  which  does  not  provide  for  the  operation  by  the  Com¬ 
pany  of  the  entire  high-speed  system  of  the  City,  to  change  the  present  basic 
five-cent  fare. 

VI.  The  Question  at  Issue. 

Tf  the  above  propositions  are  correct  it  means  that  the  ideally  desirable  thing  cannot  be 
obtained.  The  City  cannot  retain  the  present  annual  payments  to  it  by  the  Company  and  se- 


67 


cure  the  abolition  of  exchange  tickets  and  the  substitution  of  free  transfers  outside  the 
delivery  district.  Indeed,  it  is  not  a  desirable  thing  because,  even  if  attainable,  which  it  is 
not,  it  would  mean  a  higher  basic  fare  than  five  cents,  without  the  City  having  secured  from 
the  Company  a  contract  for  the  operation  of  all  the  City’s  High-Speed  System,  or  it  would 
mean  an  operating  company  crippled  financially,  which  would  not  be  a  benefit  to  anybody. 

The  City  has  its  option,  therefore,  of  accepting  the  offer  as  made  (with  certain  reason¬ 
able  modifications  to  be  explained),  even  though  such  acceptance  involves  a  loss'  in  revenue 
to  the  City,  or  of  allowing  the  exchange  tickets  as  now  existing  to  remain  until  such  time 
as  a  general  contract  for  the  operation  of  all  the  City’s  System  enables  the  question  of  rates 
to  be  permanently  taken  care  of.  It  is  not  easy  to  determine  the  proper  choice  between 
these  two  alternatives. 

VII.  Conclusions. 

If  the  Company  is  willing  to  accept  the  modifications  suggested  in  the  proposed  ordi¬ 
nance,  for  the  operation  of  the  Frankford  Line,  I  am  inclined  to  believe  that  its  propo¬ 
sition  to  abolish  exchange  tickets  and  substitute  free  transfers  outside  of  the  delivery  district 
should  be  accepted,  provided  the  Company  is  willing  to  modify  their  proposal  in  the  follow¬ 
ing  ways : 

(a)  Strike  out  of  the  amending  contract  as  proposed,  Paragraph  2,  Clause  (c). 

This  clause  relates  to  the  payments  now  being  made  to  the  Sinking  Fund  Commissioners. 

(b)  Insert  a  provision  enabling  the  City  to  use  the  money  in  the  Sinking  Fund  and 
the  payments  under  the  Tenth  Paragraph  of  the  1907  Contract,  not  only  in  the 
manner  provided  in  that  contract,  but  also  for  the  purchase  or  repair  of  any  tran¬ 
sit  facility,  or  for  the  payment  of  interest  on  or  retirement  of  any  bonds  issued  by 
the  City  to  purchase  or  construct  a  transit  facility. 

The  $10,000  a  month  paid  by  the  Company  to  the  Sinking  Fund  Commission  is  an 
amount  in  reality  paid  to  amortize  part  of  the  investment  in  transit  facilities.  The 
amount  is  not  excessive  for  such  a  purpose.  It  is  eminently  proper  that  at  least  this  much 
should  be  paid  annually  into  an  amortization  fund.  But  from  the  point  of  view  of  the  City 
it  is  a  great  deal  better  to  use  the  money  so  paid  to  amortize  the  City’s  investment  in  transit 
facilities  than  to  use  it  to  purchase  the  stock  of  an  operating  company  which  has  made 
improvident  leases,  under  which  it  is  now  operating  the  greater  part  of  its  system. 

(c)  Insert  a  clause  requiring  the  Company,  on  the  request  of  the  City,  at  any  time 
after  the  Frankford  Line  is  placed  in  operation,  to  arbitrate  the  question  of  the 
rates  of  fare  to  be  charged  those  riders  exchanging  cars  in  the  delivery  district. 

(d)  Insert  a  clause  expressly  providing  for  free  transfers  as  at  present  from  the  Mar¬ 
ket  Street  Subway-Elevated  to  the  Subway-Surface  cars  at  the  Thirteenth  Street 
Subway  Station. 

Mr.  Mitten  has  stated  that  the  Company  intends  to  continue  these  free  transfers.  The 
language  of  the  amending  contract,  as  at  present  drafted,  is  open  to  misconstruction  and 
should  be  corrected. 

(e)  Insert  a  clause  making  it  clear  that  Cherry,  Locust  and  Seventeenth  Streets  are 
outside  the  delivery  district. 


68 


This,  I  understand  from  Mr.  Mitten’s  answer  to  Director  Twining ’s  twenty-third  ques¬ 
tion,  is  the  intent  of  the  Company. 

(f)  Insert  a  clause  requiring  the  Company,  after  it  shall  have  set  aside  a  dividend 
fund  of  $1,500,000  per  annum,  cumulative  from  January  1,  1920,  to  pay  over  50 
per  cent,  of  the  surplus,  if  any,  remaining  to  the  City. 

(g)  Strike  out  the  provision  that  the  date  when  the  Company  shall  be  relieved  of  pay¬ 
ments  under  Paragraph  10  of  the  1907  Contract,  shall  be  October  1,  1919,  and  sub¬ 
stitute  the  date  of  the  approval  of  the  contract  by  the  Public  Service  Commission. 

(li)  Strike  out  the  preamble. 

This  preamble  makes  a  number  of  assertions,  some  of  which  are  true  and  others  of 
which  are  only  half  true,  and,  therefore,  essentially  false  or  at  least  open  to  misconstruc¬ 
tion.  The  preamble  serves  no  useful  purpose  and  should  be  taken  out. 
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APPENDIX 


THE  PUBLIC  SERVICE  COMMISSION 

OP  THE 

COMMONWEALTH  OF  PENNSYLVANIA 


Municipal  Contract  Docket  No.  831 — 1918 


In  re:  Contract  between  tlie  City  of  Philadelphia  and  Philadelphia  Rapid  Transit  Company 


The  contracting  question,  entered  into  in  pursuance  of  the  Act  of  June  IT,  1913,  P.  L.  520, 
must  be  approved  by  The  Public  Service  Commission  under  the  Act  of  July  26,  1913,  P.  L. 
1374,  and  such  approval  can  be  given  “only  if  and  when  the  said  Commission  shall  find  or 
determine  that  the  granting  or  approval  of  such  application  is  necessary  or  proper  for  the  serv¬ 
ice,  accommodation,  convenience  or  safety  of  the  public.” 

Frequent  hearings  were  held  and  much  evidence  heard  by  the  Commission  which  found  that 
approval  of  the  contract  was  not  necessary  or  proper  for  the  service,  accommodation,  conveni¬ 
ence  or  safety  of  the  public ;  accordingly  approval  of  contract  was  refused. 


Appearances : 

William  Draper  Lewis,  Special  Counsel, 

Representing  the  City  of  Philadelphia. 

Ellis  Ames  Ballard, 

Representing  the  Philadelphia  Rapid  Transit  Company. 

C.  Oscar  Beasley, 

Edward  B.  Martin, 

Edward  M.  O’Brien, 

Representing  the  North  Philadelphia  Business  Men’s  Association,  United 
Business  Men’s  Association,  Overbrook  Association,  West  End  Business 
Men’s  Association  and  Cliveden  Improvement  Association  and  others. 

Thomas  Raeburn  White, 

Representing  Mr.  A.  Merritt  Taylor. 

REPORT  OF  THE  COMMISSION 

By  the  Commission : 

This  is  an  application  of  the  City  of  Philadelphia  in  which  the  Philadelphia  Rapid 
Transit  Company  joins  for  a  certificate  of  public  convenience,  approving  a  contract  between 
the  said  City  and  the  Philadelphia  Rapid  Transit  Company  for  the  operation  of  the  City’s 
transit  facilities.  : 
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Tlie  agreement  is  in  pursuance  of  the  Act  of  .June  17th,  1913,  P.  L.  520,  authorizing  cities 
of  the  first  class  to  construct  transit  facilities  and  operate  or  lease  them.  The  Act  empow¬ 
ers  the  City  to  lease  the  transit  facilities  upon  such  terms  and  conditions,  including  the  pre¬ 
scribing  and  fixing  of  rates  for  transportation  as  the  Councils  shall  determine. 

The  Philadelphia  Rapid  Transit  Company  operates  lines  of  railways,  surface,  subway 
and  elevated,  in  the  City  of  Philadelphia  and  from  its  last  report  apparently  earns  more 
than  sufficient  revenue  after  paying  operating  expenses  to  provide  for  all  its  fixed  charges 
and  pay  a  dividend  of  five  per  cent,  upon  its  capital  stock. 

Though  the  Act  of  1913  invests  the  City  with  full  power  to  determine  its  terms  and 
conditions,  the  contract  must  be  approved  in  conformity  with  the  Act  of  July  26,  1913, 
P.  L.  1374,  by  this  Commission.  The  approval  of  the  Commission  can  be  given  “only  if  and 
when  the  said  Commission  shall  find  or  determine  that  the  granting  or  approval  of  such 
application  is  necessary  or  proper  for  the  service,  accommodation,  convenience  or  safety  of 
the  public.” 

In  view  of  the  duty  placed  upon  the  Commission  and  in  order  to  reach  a  proper  con¬ 
clusion,  the  Commission  held  a  number  of  hearings  at  which  evidence  was  submitted  by  the 
applicant  and  by  protestants  and  oral  arguments  were  presented  and  printed  briefs  filed — 
the  latest  data  being  the  detailed  audit  of  the  financial  reports  for  a  period  of  years  ending 
June  30,  1918,  which  was  furnished  to  us  on  January  7,  1919.  After  due  consideration  the 
Commission  finds  that  the  approval  of  this  application  is  not  necessary  or  proper  for  the 
sexwice,  accommodation,  convenience  or  safety  of  the  public  and  the  contract  therefore  is 
not  approved. 

Under  the  evidence  presented  the  Commission  is  of  opinion  that  a  unified  system  op¬ 
erated  by  the  Philadelphia  Rapid  Transit  Company!  would  accommodate  the  public  and 
give  better  service  than  separate  operations  by  the  City  and  the  Company. 

The  action  of  the  Commission  in  refusing  the  application  was  unanimous  and  while 
other  objections  were  advanced,  which  to  some  of  the  Commissioners  are  controlling,  the  fol¬ 
lowing  seem  vital  to  the  majority: 

1.  The  sums  mentioned  in  Item  6,  Article  XX,  should  not  be  postponed  in  payment  as 
set  forth  in  Clause  2  of  that  article,  and  should  be  cumulative,,  as  are  the  payments  men¬ 
tioned  in  Items  2,  3,  4  and  5.  The  taxes  on  dividends  and  the  payments  on  account  of  paving 
are  obligations  of  some  of  the  underlying  companies  in  accordance  with  their  charters  or 
Acts  of  Assembly.  These  sums  are  now  treated  as  fixed  charges  and  should  be  paid  before 
any  dividends  are  declared. 

2.  The  Commission  cannot  approve  of  the  method  proposed  for  increasing  or  lowering 
the  rate  of  fare.  To  so  do  would  in  effect  be  determining  that  the  initial  rate  is  just  and 
reasonable.  This  the  Commission  declines  to  do  except  in  accordance  with  the  methods  and 
upon  consideration  of  the  principles  recognized  by  the  Public  Service  Company  Law. 

3.  The  provisions  of  Article  XXII  as  to  the  custody  and  control  of  funds  A  and  B  do 
not  meet  with  the  Commission’s  approval.  The  depreciation  reserve  funds  A  and  B  are  for 
the  maintenance  of  the  City's  transit  facilities.  These  funds  will  be  the  property  of  the  City 
of  Philadelphia.  They  should  be  deposited  with  the  City  Treasurer  or  the  Sinking  Fund 
Commissioners,  as  Councils  may  determine,  and  should  be  invested  in  legal  securities  so  as 
to  be  available  at  all  times  for  repairs,  replacements  and  renewals,  but  should  not  be  in¬ 
vested  in  the  bonds,  notes  or  other  securities  of  the  Philadelphia  Rapid  Transit  Company, 
as  provided  in  the  proposed  lease  or  contract. 
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4.  The  Commission  will  not  now  approve  any  contract  which  would  be  in  effect  an  ap¬ 
proval  of  the  contract  of  1907.  The  latter  is  not  before  the  Commission,  and  having  been  en¬ 
tered  into  prior  to  1913  does  not  require  the  Commission’s  approval,  and  the  Commission 
will  not  in  any  indirect  manner  give  its  approval  to  that  contract. 

The  proposed  contract  in  the  particulars  herein  mentioned  does  not  meet  with  the  Com¬ 
mission’s  approval,  and  an  order  will  be  made  refusing  the  application. 

ORDER. 

This  matter  being  before  The  Public  Service  Commission  of  the  Commonwealth  of  Penn¬ 
sylvania  upon  petition  and  protests  on  file,  and  having  been  duly  heard  and  submitted  by  the 
parties,  and  due  investigation  of  the  matters  and  things  involved  having  been  had,  and  the 
Commission  having  on  the  date  hereof  made  and  filed  of  record  a  report  containing  its 
findings  of  fact  and  conclusions  thereon,  which  said  report  is  hereby  approved  and  made  a 
part  hereof; 

NOW,  to  wit,  January  14,  1919,  IT  IS  ORDERED:  That  the  petition  in  this  case,  and 
the  approval  of  contract  prayed  for,  be  and  the  same  are  hereby  refused. 

THE  PUBLIC  SERVICE  COMMISSION 
OF  THE  COMMONWEALTH  OF  PENNSYLVANIA. 

(Signed)  WM.  D.  B.  AINEY, 

Chairman. 

ATTEST: 

(Signed)  A.  B.  MILLAR, 

Secretary. 

(Seal.) 


CONCURRING  REPORT  OF  COMMISSIONER  RILLING. 

RILLING,  Commissioner : 

Thei’e  is  no  controverting  the  fact  that  the  great  and  growing  City  of  Philadelphia  is 
in  urgent  need  of  an  extended,  efficient  and  up-to-date  transit  system  whereby  the  public  may, 
by  paying  a  reasonable  fare,  be  afforded  safe  rapid  transit  facilities.  There  is  no  municipality 
where  local  conditions  are  more  inviting  or  permit  an  efficient  paying  transit  system  to  be 
constructed  and  operated  with  less  onerous  engineering  difficulties  to  contend  with.  The  re¬ 
turn  to  the  owners  we  believe  will  be  assured  if  it  is  economically  operated  and  they  are 
content  with  a  fair  return  upon  a  proper  valuation  of  their  property.  We  concur  in  the 
order  made  by  the  Commission  disapproving  the  proposed  contract  made  between  the  City  of 
Philadelphia  and  the  Philadelphia  Rapid  Transit  Company,  and  on  account  of  the  importance 
thereof  deem  it  proper  to  further  set  forth  our  reasons  for  so  doing. 

The  so-called  lease  in  our  opinion  is  not  really  a  lease.  The  City  does  not  thereby  let 
any  property  to  the  Company,  neither  does  the  Company  in  any  manner  or  at  any  time  agree 
to  pay  to  the  City  a  single  penny  as  rental  for  property  leased  to  it.  The  proposed  contract 
provides  in  general  that  the  City  shall  at  its  own  cost  and  expense  construct  certain  lines 
costing  upwards  of  one  hundred  millions  of  dollars  and  when  completed  turn  the  same  over  to 
the  Company  to  be  operated  by  it  jointly  with  its  own  property  as  a  unified  system,  the  earn¬ 
ings  thereof  to  be  applied  as  therein  specified.  It  partakes  more  of  the  character  of  a  co¬ 
partnership  agreement  wherein  each  of  the  parties  contribute  certain  property  and  agree  to  a 
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division  of  the  profits.  Its  approval  would  result  in  an  entangling  alliance  between  the  City 
and  Company  productive  of  litigation,  loss  and  expense  to  the  City  without  conserving  the 
public  welfare. 

Out  of  the  gross  revenue  of  the  unified  system  (bearing  in  mind  this  includes  earnings 
on  City  property)  there  is  to  be  paid  eight  items  set  forth  in  Article  XX,  paragraph  1,  as 
follows : 

Item  1.  Operating  cost,  maintenance  and  damages.  (The  Commission  has  had  no  in¬ 
formation  whether  these  items  are  reasonable  or  not.) 

Item  2.  All  taxes  and  charges  of  every  kind  which  the  City  or  the  Company  may  be  re¬ 
quired  to  pay  to  any  constituted  governmental  authority,  except  taxes  on  dividends  payable 
by  the  Company  to  the  City,  which  are  included  in  Item  6. 

Item  3.  All  payments  in  the  nature  of  fixed  charges  for  which  the  Company  shall  be  obli¬ 
gated  under  any  mortgage,  lease  or  other  form  of  contract,  to  be  ascertained  by  an  audit 
therein  provided  for. 

Item  4.  Interest  and  sinking  fund  payments  on  new  securities  and  dividends  and  sink¬ 
ing  fund  payments  on  new  capital  stock  of  the  Company. 

Item  5.  Payments  into  depreciation  reserve  funds. 

Item  6.  Sinking  fund  payments  required  under  Section  9  of  the  1907  contract ;  pay¬ 
ments  due  the  City  for  taxes  on  dividends  to  stockholders  of  subsidiary  lines  as  imposed  by 
the  charters  of  the  respective  companies;  and  all  payments  due  the  City  under  Section  10 
of  the  1907  contract  in  lieu  of  paving,  repaving  and  repair  of  occupied  streets,  snow  re¬ 
moval  and  car  licenses. 

It  is  important  to  observe  that  all  payments  in  Item  6  go  to  the  City,  are  of  large  amount, 
and  therefore  are  an  important  part  of  its  revenue.  The  sinking  fund  is  not  an  exception, 
the  right  being  reserved  by  the  City  in  the  1907  contract  at  a  time  therein  specified  to  re¬ 
quire  that  sum  and  all  further  payments  to  be  turned  over  to  the  City  and  become  its  abso¬ 
lute  property. 

Item  7.  After  the  payment  of  the  foregoing  six  items,  the  balance  of  gross  revenue  of 
the  unified  system  becomes  current  net  revenue,  from  which  the  Company  shall  pay  to  the 
City  5  per  cent,  on  its  investment  in  transit  facilities,  and  5  per  cent,  on  the  Company’s  capi¬ 
tal  stock  fixed  at  $30,000,000. 

Item  8.  Payment  to  the  City  equal  to  the  difference  between. the  5  per  cent,  paid  to  the 
City  on  its  investment  and  the  total  amount  of  interest  and  sinking  fund  charges  on  such 
investment  in  transit  facilities. 

All  the  above  payments  are  made  subject  to  the  following  conditions,  to  which  we  desire 
to  call  especial  attention  : 

Article  XX,  paragraph  2  : 

“The  foregoing  payments  under  the  various  items  shall  be  cumulative.  Payments 

under  Items  Nos.  1  to  5  inclusive,  shall  be  cumulative  in  the  order  named  and  shall  be 

made  before  any  application  of  gross  revenue  in  subsequent  years  to  current  payments. 


73 


“If  after  application  of  all  current  revenue  and  the  use  of  new  and  initial  surplus  as 
provided  in  paragraph  3-b  hereof,  there  shall  remain  in  any  year  a  deficit  in  respect  to 
payments  due  under  Items  6,  7  and  8,  the  same  shall  not  be  made  up  out  of  subsequent 
current  gross  revenue  until  all  current  payments  in  any  year  shall  have  been  made  and 
the  Company’s  initial  surplus  restored  to  the  extent  that  it  has  been  depleted  by  pay¬ 
ments  under  paragraph  3-b  hereof.” 

Then  follows  that  to  which  we  make  serious  objection — mark  the  language : 

“Thereafter  any  deficits  in  Item  7  shall  be  made  up  before  deficits  in  Items  6  and  8.” 

The  preferred  Item  7  is  a  return  upon  the  investment  of  the  City,  also  5  per  cent,  pay¬ 
able  to  the  Company  on  the  arbitrarily  fixed  value  of  $30,000,000  representing  its  stock, 
whereas  the  deferred  Items  6  and  8  cover  charges  for  large  amounts  accruing  to  the  City, 
and  if  paid  become  a  part  of  its  revenue. 

The  preference  here  given  to  dividends  to  be  paid  on  the  Company’s  stock  is  specifically 
prohibited  by  the  1907  contract,  now  effective,  as  to  the  sinking  fund  payments.  The  pro¬ 
hibition  is  found  in  Section  9  and  is  as  follows: 

“  These  payments  shall  be  treated  by  the  Company  as  fixed  charges  reducing  the  in¬ 
come  applicable  to  dividends  to  its  stockholders  and  to  the  City;  and  no  dividends  shall 
be  payable  to  stockholders  or  distribution  of  surplus  earnings  made  to  the  City  as  long 
as  any  such  payments  shall  be  in  arrears.” 

It  will  thus  be  observed  that  if  at  any  time  the  revenue  shall  not  be  adequate  for  all 
charges  (and  in  this  respect  it  should  be  borne  in  mind  that  its  conservation  through  economy 
in  management  lies  with  the  Company)  the  payment  of  these  large  amounts  of  fixed  charges 
for  sinking  fund,  taxes  and  street  maintenance,  constituting  City  revenue,  are  set  aside  in 
order  to  pay  a  dividend  to  the  holders  of  the  Company’s  $30,000,000  of  stock. 

At  this  point  it  is  well  to  call  attention  to  the  fact  that  the  Commission  has  no  knowledge 
or  information  as  to  what  this  $30,000,000  represents,  if  anything.  Neither  does  this  pro¬ 
posed  contract  provide  that  such  fact  be  established.  The  value  of  the  Company’s  used  and 
useful  property  (the  only  property  on  which  the  law  allows  a  return  to  be  paid)  may  or 
may  not  be  exceeded  by  the  extent  of  the  prior  liens  and  holdings.  So  that  all  that  is  re¬ 
quired  is  a  lack  of  net  revenue,  to  permit  the  Company  to  pay  to  its  stockholders  one  and 
one-half  millions  of  dollars  per  year  in  dividends,  out  of  funds  belonging  to  the  City,  and 
without  any  right  whatever  for  the  payment  of  a  dividend  to  the  Company’s  stockholders 
having  been  established.  This  one  provision,  we  contend,  is  such  that  it  condemns  the 
entire  contract. 

From  the  eivdence  adduced  (Twining  exhibit  No.  6),  the  total  outstanding  stock  and 
bonds  of  the  Philadelphia  Kapid  Transit  Company’s  constituent  companies  held  by  the  pub¬ 
lic  on  June  30,  1916,  was  $94,269,663.00.  The  Company  pays  annually  to  the  public  holdings 
for  interest  and  dividends  $9,183,615.00.  In  addition  to  this  the  Company  by  the  proposed 
agreement  proposes  to  add  $29,978,875  of  its  own  capital  stock  and  provide  for  the  payment 
of  5  per  cent,  thereon.  This  would  result  in  a  total  capitalization  of  $124,248,838,  with  an 
annual  charge  against  the  public  for  return  of  $10,682,559,  making  an  average  fixed  charge 
of  8.6%.  We  should  bear  in  mind  that  included  in  this  capitalization  there  are  outstand¬ 
ing  bonds  amounting  to  $38,267,100  bearing  a  much  less  rate  of  interest,  so  that  on  the  capi¬ 
tal  stock  the  dividends  paid  are  much  in  excess  of  8.6%.  The  evidence  also  disclosed  the  fact 
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that  the  Company  has  in  all  661  miles  of  single  track.  With  this  capitalization  '.i It  I  would 
have  a  valuation  of  nearly  $200,000  per  mile  of  track.  Many  streets  have  double  track  and 
included  in  this  trackage  are  the  Market  Street  Subway  and  elevated  lines.  Should  The 

Public  Service  Commission  created  by  the  Legislature,  vested  with  supervising  authority  to 
regulate  the  reasonableness  of  rates  upon  a  fair  value  basis,  be  asked  to  approve  a  contract 
like  the  one  before  us  without  being  furnished  any  evidence  as  to  the  value  of  the  property? 
To  ask  such  a  question  is  to  answer  it.  We  do  not  desire  in  any  manner  to  express  any 
opinion  as  to  the  value  of  the  system  operated  by  the  Company,  for  we  have  not  been  fur¬ 
nished  with  any  information  upon  which  to  base  any  opinion. 

Whether  these  payments  specified  in  the  1907  contract  to  be  made  to  the  City  on  account 
of  its  relieving  the  Company  from  the  payment  and  performance  of  lawful  obligations  are 
adequate  in  amount  we  need  not  determine.  What  we  wish  to  call  attention  to  is  the  fact 
that  they  and  the  other  payments  provided  for  in  paragraph  6  of  the  proposed  contract  are 
a  source  of  revenue  to  the  City  of  nearly  a  million  dollars  per  year  and  annually  increasing, 
and  if  not  paid  the  City  Treasury  is  depleted  to  that  extent. 

In  this  manner  the  provisions  of  the  proposed  contract  specifically  provide  that  the  reve¬ 
nues  due  to  the  City  may  under  the  conditions  therein  set  forth  be  used  to  pay  a  return 
upon  the  stock  of  the  Company.  We  do  not  believe  that  the  Company  should  in  this  indirect 
manner  be  subsidized  by  the  City.  A  provision  in  our  Constitution  prohibits  a  municipality 
from  paying  or  appropriating  any  of  its  money  or  loaning  its  credit  to  a  corporation.  This 
provision  in  our  opinion  is  violated  by  the  foregoing  terms  of  the  proposed  contract. 

The  Ohio  Constitution  contains  a  like  provision.  The  Supreme  Court  of  'that  State  in 
Walker  vs.  Cincinnati,  21  Ohio,  page  14,  said : 

“The  mischief  which  this  section  interdicts  is  a  business  partnership  between  a 
municipality  or  sub-division  of  the  State  and  individuals  or  private  corporations  or  asso¬ 
ciations.  It  forbids  the  union  of  public  and  private  capital  or  credit  in  any  enterprise 
whatever.  In  no  project  originated  by  individuals,  whether  associated  or  otherwise, 
with  a  view  to  gain,  are  the  municipal  bodies  named  permitted  to  participate  in  such  a 
manner  as  to  incur  pecuniary  expense  or  liability.  They  may  neither  become  stockhold¬ 
ers  nor  furnish  money  or  credit  for  the  benefit  of  the  parties  interested  therein.” 

Our  own  Supreme  Court  in  Brode  vs.  Philadelphia,  230  Pennsylvania,  page  434,  in  which 
case  it  was  considering  the  contract  of  1907,  quoted  the  foregoing  with  approval.  In  speak¬ 
ing  of  the  1907  contract  our  Supreme  Court  said : 

“Passing  from  the  preambles  to  the  terms  of  the  contract  as  they  appear  in  its  fifteen 
clauses,  there  is  not  to  be  found  in  any  one  of  them  a  line  which  provides  that  during  the 
period  for  which  it  is  to  run  a  dollar  of  the  City’s  money,  raised  by  taxation  or  other¬ 
wise,  paid  into  its  treasury,  is  to  be  obtained  by  or  appropriated  to  the  Philadelphia 
Rapid  Transit  Company” 

Here  the  Court  indicates  as  clear  as  language  can  express  it  that  had  the  contract  of 
1907  contained  any  such  provisions  as  are  found  in  the  contract  now  under  consideration,  it 
would  have  held  the  same  to  be  illegal.  '■ 

Continuing,  the  Court  in  said  case  on  page  453  said : 

“The  City  and  the  Company  could  not  become  partners,  for  neither  possessed  the 
corporate  power  to  enter  into  a  partnership  with  any  one  and  of  this  all  the  world  must 
take  notice  in  dealing  with  either.” 
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If  it  should  be  urged  that  the  earnings  of  the  unified  system  may  be  sufficient,  that  it  will 
at  no  time  be  necessary  to  withhold  the  City’s  payments  in  order  to  pay  the  5  per  cent,  divi¬ 
dends  on  the  Company’s  stock,  our  reply  is  that  it  need  not  be  demonstrated  to  a  certainty 
that  such  a  result  will  follow.  If  it  is  possible  to  occur,  such  a  possibility  is  sufficient  to  con¬ 
demn  the  contract.  1 

We  must  also  consider  that  bonds  are  to  be  issued  by  the  City  for  the  entire  cost  of  the 
City  lines  on  which  interest  and  sinking  fund  charges  are  paid  from  City  revenue. 

If  the  City  does  not  receive  from  the  earnings  of  its  lines  these  charges,  a  result  that 
we  fear  would  occur  under  the  provision  of  the  contract,  then  the  City  would  be  devoting  its 
property  for  the  benefit  of  the  Company. 

The  contract  creates  a  board  to  assist  in  the  supervision  and  operation  of  the  unified  sys¬ 
tem.  In  Article  31,  Section  7,  it  provides  that  the  board  shall  not  deprive  the  Company’s 
officers  and  directors  of  the  management  of  the  Company’s  property,  nor  shall  anything 
therein  contained  be  deemed  a  delegation  of  power  vested  by  law  in  the  Director  or  Commis¬ 
sion.  Notwithstanding  this  provision,  the  contract  does  in  Section  3  of  the  same  article  ex- 
plicitly  delegate  to  the  board  certain  powers  and  rights  that  are  vested  in  the  Company  and 
the  Commission.  It  grants  to  the  board  the  right  to  pass  upon,  adopt  and  alter  rules  and 
standards  of  maintaining  service;  routing,  as  well  as  adequacy  and  suitability  of  equipment; 
to  establish,  omit  or  change  starting  and  stopping  points  on  all  lines.  These  and  other  mat¬ 
ters  therein  delegated  to  the  board  are  vested  in  the  Company  and  the  Commission,  and  if 
valid,  necessarily  must  be  concurrent,  with  and  not  superior  to  the  rights  of  the  Company 
and  the  powers  of  the  Commission.  Suppose  any  order  made  by  the  board  should  conflict 
with  the  Commission  or  be  deemed  improper  by  the  Company;  which  would  control?  And 
what  an  unfortunate  situation  would  thereby  be  created. 

This  board  is  so  constituted  that  it  presents  great  opportunity  for  manipulation.  Its  ex¬ 
istence  in  our  opinion  is  inimical  to  the  best  interests  of  the  City  of  Philadelphia.  If 
the  lines  to  be  constructed  by  the  City  are  to  be  operated  with  the  property  of  the  Com¬ 
pany’s  as  a  unified  system  by  the  Company,  the  duty  of  the  Company  to  render  adequate 
service  is  no  greater  nor  less  than  that  of  any  other  public  utility,  and  the  fact  that  part  of 
the  system  is  owned  by  the  City  can  furnish  no  excuse  for  the  creation  of  such  a  board.  The 
law  has  provided  a  method  for  supervising  the  affairs  of  the  Philadelphia  Rapid  Transit 
Company  as  well  as  every  other  public  service  company  in  the  State.  Until  that  method 
has  proved  inadequate,  it  should  be  permitted  to  prevail.  When  it  no  longer  meets  the  pur¬ 
pose  for  which  it  was  intended,  then  it  should  be  replaced  by  such  other  supervising  author¬ 
ity  through  proper  legislation  as  will  meet  the  desired  end. 

Why  should  not  the  Philadelphia  Rapid  Transit  Company  in  the  first  instance,  at  least, 
like  every  other  utility  in  the  State,  be  given  the  opportunity  to  demonstrate  its  ability  to 
manage  its  own  affairs?  Why  should  it  be  singled  out  from  all  others  and  placed  under  the 
supervision  of  a  board  of  this  kind?  If  in  the  future  it  fails  to  perform  its  duty,  it  will  then 
be  ample  time  to  visit  it  with  such  a  supervision  as  its  then  shortcomings  may  require.  The 
present  management  of  the  Company  deserves  credit  for  what  it  has  accomplished  under 
most  trying  conditions  with  the  means  at  hand.  It  was  asked  to  assume  management  of  the 
Company’s  affairs  when  they  were  in  a  deplorable  condition. 

Another  objection  to  be  urged  against  the  proposed  contract  is  that  it  arUitrarily  pro¬ 
vides  that  if  increased  revenues  are  needed  (which  increase  is  determined  by  the  Company), 
the  fares  shall  be  increased,  and  if  at  any  time  the  revenues  are  more  than  required  (still 
under  the  management  of  the  Company),  the  fares  are  to  be  reduced,  thereby  assuming  that 
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increased  fares  will  produce  increased  revenues  and  reduced  fares  will  show  a  reduction. 
Can  such  an  assumption  be  accepted  as  correct?  We  think  not.  It  is  at  variance  with  ex¬ 
perience  and  sound  economics.  There  is  in  the  operation  of  every  company  a  certain  fare  to 
be  ascertained  by  careful  study  and  tests,  which  will  provide  the  maximum  net  revenue  for 
the  company.  This  fare  may  fluctuate  as  the  conditions  under  which  the  company  operates 
vary.  A  reduction  in  fares  may  increase  the  net  revenue  and  an  increase  lessen  the  same. 

We  are  bold  enough  to  venture  the  prediction  that  considering  all  the  conditions  under 
which  the  unified  system  when  completed  will  operate  in  Philadelphia,  under  normal  con¬ 
ditions,  the  maximum  net  revenue  (the  amount  remaining  after  the  payment  of  all  proper- 
cost  to  operate  and  maintain  the  system  economically)  would  be  produced  by  adopting  a 
straight  five-cent  fare  within  the  limits  of  Philadelphia,  with  free  transfers.  Such  fares  will 
greatly  stimulate  traffic,  especially  short  riders,  who  are  the  most  profitable  to  the  Company. 
The  increased  facilities  and  operating  cost  required  to  serve  the  increased  travel  would  be 
more  than  overcome  by  the  augmented  revenue.  More  than  that,  it  would  result  in  render¬ 
ing  the  best  service  to  the  public,  and  that,  after  all,  is  the  first  consideration.  A  five-cent 
fare  would  tend  to  prevent  congestion  in  the  housing  conditions  in  the  central  portion  of  the 
City  with  all  its  accompanying  evils,  and  would  also  develop  and  improve  outlying  districts, 
increasing  values,  thereby  adding  to  the  City  revenue.  A  careful  reading  of  this  contract 
cannot  fail  to  impress  us  that  the  main  thought  before  those  who  framed  it  was  to  produce 
revenue,  and  that  the  matter  of  service  to  the  public  was  made  secondary.  This  order,  we 
think,  should  be  reversed. 

We  do  not  know  whether  it  is  possible  for  the  City  of  Philadelphia  under  any  circum¬ 
stances  or  conditions  to  contribute  any  part  of  its  revenue  in  order  to  reduce  street  railway 
fares.  If  it  can  be  done  and  the  City  desires  from  its  general  revenue  to  assist  the  car  rider, 
we  know  of  no  better  way  to  promote  the  public  welfare  than  to  let  the  City  contribute  to 
or  wholly  provide  any  deficiency  that  might  arise  or  result  from  a  five-cent  fare  on  the 
unified  system.  That  is,  let  the  City  make  up,  in  whole  or  in  part,  the  difference  between  the 
net  revenue  produced  by  a  five-cent  fare  under  an  efficient  and  economical  management, 
and  the  amount  of  fair  return  herein  indicated  that  the  Company  would  be  entitled  to  re¬ 
ceive.  Such  a  provision,  however,  should  not  be  provided  for  by  a  long-term  arbitrary 
agreement.  Appropriations  out  of  the  public  funds  should  be  made,  therefore,  annually 
only  after  it  has  been  demonstrated  that  the  Company  has  been  economically  managed  and 
that  any  .deficiency  of  the  character  indicated  really  exists. 

We  need  not  comment  upon  the  rentals  payable  by  the  Company  to  the  stockholders  of  its 
constituent  companies  under  the  provisions  of  the  leases  made  whereby  it  is  operating  the 
same,  which  rentals  it  is  claimed  are  in  some  instances  at  least  excessive. 

Whether  such  rentals  are  excessive  or  not,  or  if  the  leases  providing  for  their  payment 
are  legal  and  binding,  we  need  not  determine.  If  such  rentals,  be  they  much  or  little,  are 
to  be  paid,  they  should  only  be  paid  out  of  the  fair  return  that  the  Philadelphia  Rapid  Tran¬ 
sit  Company  is  entitled  to  receive  upon  the  fair  value  of  the  used  and  useful  property  in  the 
system  operated  by  it.  When  the  Company  made  these  leases  it  assumed  full  responsibility 
therefor,  which  it  cannot  now  shift  and  place  upon  the  public.  If  any  mistakes  have  been 
made  they  should  be  visited  upon  the  Company  and  not  upon  the  car  riders.  The  leases  are 
for  long  terms  and  it  would  be  highly  improper  if  any  excessive  rentals  should  be  paid  by  the 
innocent  car  riders.  The  law  vests  in  the  Company  the  right  to  lease  and  operate  lines  of 
other  companies.  By  so  doing  it  succeeds  to  their  rights  and  assumes  their  obligation.  The 
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Company’s  entire  system  should  be  considered  from  the  viewpoint  that  it  is  the  owner  there¬ 
of  and,  in  determining  its  fair  value,  the  property  owned  by  the  Company,  as  well  as  that 
leased  by  it,  should  be  considered  as  one,  and  a  fair  return  allowed  thereon,  out  of  which 
all  charges  and  costs  for  operation,  the  amount  to  be  set  aside  for  depreciation,  and  fair 
return  should  be  paid. 

With  the  enactment  of  the  Public  Service  Company  Law  in  1913  (and  Pennsylvania  was 
one  of  the  last  States  in  the  Union  to  place  such  a  law  upon  its  statute  books),  there  was 
provided  and  put  into  effect  in  our  Commonwealth  a  state-wide  system  of  public  utility 
regulation,  whereby  all  public  service  companies  are  in  theory,  at  least,  supposed  to  have 
their  affairs  supervised  in  order  that  they  may  render  aclecpiate  efficient  service  to  the  pub¬ 
lic,  in  return  for  which  they  have  a  right  to  receive  over  and  above  their  fair  operating  cost 
and  a  proper  amount  for  depreciation,  a  fair  return  to  the  owners  based  upon  the  fair  val¬ 
uation  of  their  used  and  useful  property.  This  return,  we  think,  should  be  not  less  than  8 
per  cent.  Under  the  provisions  of  the  proposed  contract  the  State  supervision  of  the  af¬ 
fairs  of  the  Philadelphia  Rapid  Transit  Company  is  practically  nullified.  It  is  taken  out 
from  under  the  provisions  of  the  Public  Service.  Company  Law  and  therefore  to  all  intents 
and  purposes  repeals  the  same.  Fares  are  raised  without  regard  to  the  ascertainment  of  any 
of  the  values  of  the  Company,  and  dividends  are  to  be  paid  upon  stock  without  knowing 
whether  or  not  it  represents  property  used  and  useful  in  the  public  service.  Suppose  the 
Commission  were  to  approve  the  contract  and  thereafter  a  complaint  should  be  made  that 
the  fares  were  excessive.  In  what  position  would  the  Commission  find  itself,  having  ap¬ 
proved  the  contract  with  these  rate  regulation  provisions  therein? 

Aside  from  the  objections  hereinbefore  noted,  we  think  this  contract  should  be  viewed 
and  the  wisdom  of  its  approval  determined  from  normal  conditions,  and  the  proper  consid¬ 
eration  of  the  possible  future  growth  and  development  of  the  City,  giving  due  weight  to  what 
has  occurred  in  the  past.  If  the  City  of  Philadelphia  desires  to  enter  upon  the  policy  of 
municipal  ownership  of  transit  facilities,  as  it  seems  to  have  done,  and  the  wisdom  of  which 
we  are  not  convinced,  and  does  not  desire  to  operate  such  facilities,  let  it  make  a  lease  there¬ 
of  for  a  definite  period,  providing  for  a  fixed  return,  making  the  terms  thereof  elastic 
enough  to  meet  conditions  as  they  arise,  and  which  cannot  possibly  be  foretold,  with  a  mu¬ 
tual  right  therein  vested  in  both  parties  to  terminate  the  same  at  certain  stated  periods  upon 
giving  due  notice  to  the  other. 

(Signed)  JOHN  S.  RILLING, 

Commissioner. 


CONCURRING  OPINION  OF  COMMISSIONER  McCLURE. 

McClure,  Commissioner: 

A  unified  system  of  transportation  in  the  City  of  Philadelphia,  such  as  is  provided  for 
in  this  contract,  is  agreed  all  around  to  be  a  most  desirable  accomplishment.  I  would  not 
withhold  approval  of  a  contract  merely  because  one  party  to  it  would  gain  what  we  might 
consider  to  be  an  advantage  over  the  other.  This  is  a  business  venture,  undertaken  by  two 
corporations  who,  with  the  advice  of  able  counsel,  were  dealing  with  each  other  at  arms 
length.  Many  problems  arose,  most  difficult  of  solution.  This  contract  is  the  result  of  long 
negotiations  and  both  parties  are  content  with  its  terms.  Microscopical  defects  should  not 
be  sought  and  if  found,  not  be  permitted  to  stand  in  the  way  of  its  approval. 
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I  am  not  jealous  of  the  Supervisory  Board  created  by  the  contract.  No  powers  could 
be  conferred  upon  it  that  would  interfere  with  the  jurisdiction  of  this  Commission.  The  ter¬ 
minology  gives  me  no  concern.  Whether  the  instrument  be  a  lease  or  a  contract  or  a  lease 
and  contract  is  of  no  moment. 

To  me  the  objectionable  features  of  the  agreement  are  the  attempt  to  have  this  Com¬ 
mission  by  indirection  approve  the  contract  of  1907  and  the  provisions  for  the  revision  of 
fares.  These  directly  concern  the  general  public,  the  car  rider  whose  interests  it  is  our  duty 
to  protect.  Our  approval  would  evidence  our  assent  to  all  the  rentals  and  other  obligations 
of  the  Transit  Company  to  its  underlying  companies  amounting  to  $7,365,900  per  annum,  being 
used  in  the  making  of  a  rate  base  regardless  of  the  real  value  of  their  properties  used  and 
useful  in  the  transportation  of  passengers.  Here  a  base  for  the  determination  of  just  and 
reasonable  rates  of  fare  not  recognized  by  the  law  is  attempted  to  be  set  up  by  contract. 

Undoubtedly  upon  our  approval  the  parties  would  act  on  the  faith  of  the  provisions  of 
the  contract.  And  yet  there  is  nothing  in  the  contract  and  nothing  could  have  been  put  into 
it  which  would  prevent  this  Commission  at  any  time  in  the  future  upon  complaint  made 
from  fixing  a  just  and  reasonable  rate  of  fare,  and  this  rate  would  of  necessity,  under  the 
law,  be  based  upon  the  fair  value  of  its  property  and  not  upon  the  contract  obligations  of 
the  Rapid  Transit  Company  to  its  underlying  companies.  Our  approval  would  be  a  vain 
thing  and  would  mislead  the  parties  to  their  injury.  Hence,  the  application  is  properly  re¬ 
fused. 

(Signed)  HAROLD  M.  McCLURE, 

Commissioner. 
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